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ACCOUNTING AND MANAGEMENT 


by 


R. J. CHAMBERS, B. EC., 


The formal study of management has 
evoked not a little interest on the part of 
' accountants in the last decade. But I fear 
that the concern accountants have dis- 
played bears no relationship to the effort 
they are prepared to devote to an analysis 
of the function of management and of the 
contribution of accounting to modern man- 
agement. This short note is intended as a 
criticism of some of the recent writings of 
accountants on the subject of management ; 
no apology is made for the purely critical 
approach, for the writer supports the view 
that analysis and criticism are vital to re- 
construction even though the critic offers 
no alternative approach or point of view. 
Such alternatives as I suggest therefore are 


A.I.C.A. 


not to be regarded as my unalterable opin- 
ion; they are offered as stimuli for other 
readers. 

In several places within recent years I 
have found the accountant in _ business 
referred to as a unit in the group styled 
‘*‘management’’. No matter how much we 
accountants may like to think we are part 
of management we must be prepared to 
face the facts. Now, the fact of the matter 
is that the chief accountants in some organ- 
isations do exercise managerial authority, 
and are responsible for some managerial 
functions in every organisation of any size. 
But this does not make them members of 
*‘management’’ except in rather a special 
sense. 


THE FUNCTIONS BRIEFLY DESCRIBED. 


Without discussing in detail the content 
of the cone¢pt of management, it should be 
possible to obtain fairly general agreement 
with the notion that management compre- 
hends_ decision-making, direction and 
supervision—and very little else. Account- 
ing is generally understood to mean some- 
thing entirely different. As taught today, 
accounting is mainly a body of rules and 
precepts for record-keeping; taken in what 
I believe to be its widest connotation, 
accounting cannot be eonstrued to mean 
more than reporting to responsible persons 
ithe summaries of monetary records of busi- 
Mess transactions. 


It is most important, in my view, that 
there be an independent reporting or re- 
cording authority. Adequate and reliable 
information is the only sound basis for 
business decisions or for corrective actions: 
accounting should therefore be understood 
as a service by which reliable information 
is supplied to business executives on prob- 
lems which confront them. Accounting is 
not a decision-making function, and 
accountants are not decision-makers in 
respect of the whole of a business unit, 
though they may be in respect of the oper- 
ation of their own departments. 
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CONSEQUENCES OF CONFUSION. 


To imagine the possible consequences of 
confusing the two functions of data-collee- 
tion and decision-making is not difficult. 
The subject of both functions is very often 
the supervisor of some operation or depart- 
ment of the undertaking. Can’t you en- 
visage the distrust with which both man- 
agement and accounting staff would be 
viewed by supervisors who had any grounds 
for supposing that the data-collecting 
function was being used to bring undue 
pressure to bear on them, rather than to 
report the facts. I have frequently asked 
production supervisors whether their man- 
agements recognised, by requiring formal 
reports, the extent of idle time or time lost 
through departmental or  extra-depart- 
mental inefficiency. The fact that very few 
managers require such information could 
be due to recognition of the futility of the 
procedure, or the failure to appreciate the 
significanee of such facts. If it is due to 
the ‘‘futility’’ ofsasking such a question, 
one would be pardoned for believing that 
at some time the data supplied had been 
used in a way which, to the supervisory 


group, seemed quite unfair. And this in 
fact is often the case. One can hardly 
expect supervisors to report fully in the 
knowledge that they are making rods for 
their own backs; the only sure way to en- 
courage accurate original documents is by 
demonstrating to supervisors an attitude of 
helpful co-operation rather than something 
in the nature of witch-hunting. 


Now, such co-operation cannot 
come from the accounting personnel of an 
organisation ; seldom are clerical or admin- 
istrative staff capable of or interested in 
making suggestions for technical or works 
management improvement. For this reason 
the managerial reaction to reported busi- 
ness facts should never find expression 
through the accounting personnel to the 
works managers, sales managers or super- 
visors. If it does, it is to be expected that 
the supervisors and executives of produc- 
tion and selling functions will come to re- 
gard the accounting department with sus- 
picion and its personnel as incompetent 


orten 


bureaucrats. 


LIMITING THE MEANING OF “ ACCOUNTING ”. 


The proseription of accounting to the 
reporting of business facts may be thought 
by many to place an unnecessary and dis- 
tasteful limit on the work of accountants. 
I do not believe however that such a limita- 
tion lowers the status of accounting or 
accountants in any way; and I should not 
be concerned, in any case, provided the 
limitation is logically sound. The provision 
of impartial reports on business develop- 
ments is a vital function of modern busi- 
ness, and accountants should be much more 
interested in developing ways and means 
of performing their special function more 
satisfactorily, than in reaching out in all 
directions to annexe territory (e.g. by giv- 
ing opinions and making communications 
which are strictly managerial) which they 
are imperfectly equipped to administer, 
and which will inevitably lead to confusion 
of functions and its consequences. The 


doing of one job well, the refining of orig- 
inal records, the selection of ways and 
means for obtaining reliable original data 
—these are much more important to busi- 
ness, in my view, than mere versatility. 


It is admitted, of course, that account- 
ants are not always to blame for the variety 
of non-accounting functions they may be 
called upon to perform; nor is it intended 
to suggest that accountants should refuse 
to undertake new and wider responsibilities 
in ecommerce or industry. But insofar as 
they are responsible for accounting they 
should be careful that their efficiency in 
that direction is not impaired by other 
types of relationships which may make non- 
accounting personnel suspicious of their 
overtures. Where, because of the relative 
smallness of a business organisation, many 
different types of activity are carried out 
or supervised by one person (e.g. al 
accountant may be secretary, budget 
officer, office manager and personnel officer 
at the same time), it may be difficult for 
that person to act always in a manner 
appropriate to the function which he is, 
for the moment, serving. Thus, he may act 
sometimes in an advisory capacity, some- 
times in a service capacity, and sometimes 
as an executive in his own right; and the 
executive capacity, being of the three most 
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Limiting the Meaning of Accounting—contd. 
influential, may be allowed to encroach 
where, formally at least, it is forbidtlen. As 
one writer has said ‘‘The germ of auto- 
cracy invests every situation involving the 
exercise of superior authority’’. Few are 
immune from its infection. It is therefore 
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wise, wherever possible, to keep the differ- 
ent types of function separate. There will 
be no occasion then for the accountant to 
undertake activities which may prejudice 
his chances of procuring perfectly reliable 
data on business operations for the en- 
lightenment of the management. 


SOME ACCOUNTANTS ON MANAGEMENT. 


Although other business functions are 
often forced upon accountants, as my open- 
ing paragraph suggests there are many 
accountants who have interested themselves 
in Other functions quite spontaneously. 
That is an interesting sign and a hopeful 
one, provided these people are not mere 
dabblers. A dilletante interest in other 
subjects, hough it may be presumptive 
evidence of breadth of view, will inevitably 
recoil with discomfort to the dilletanti and 
with discredit to their espoused interests. 
Lest many readers adopt the expositions 
of management given in short articles and 
incidental remarks in ‘‘The Australian 
Accountant’’, I think it necessary to cor- 
rect some of the impressions given, in par- 
ticular by Mr. D. J. Garrick in the June 
1948 issue. The following extract is the 
main point to which my eriticism is 
directed. 
‘*Let us try to condense the elements, 
which are the factors to be co-ordinated 
by Management, into a few main groups. 
Broadly speaking they are known as: 
Publie Relation ; 
Money (finance) ; 
Market (selling and procurement) ; 
Material (raw and finished, includ- 
ing production) ; 
Manpower ; 
Machine. 
The first three are the responsibility of 
the members of the administrative level 
of Management, and are known as 
Policy; the last three come under the 
jurisdiction of the executive level of 
Management and are referred to as the 
Organisation of an enterprise. This is 
the level where the Accountant must 
have an eminent part.”’ 
This seems rather a fantastic outline of 
the nature of management. True, there 


may be ‘‘administrative’’ (presumably 
‘*policy-making’’) and ‘‘exeeutive’’ levels 
of management, but surely Mr. Garrick 
does not believe that managers have no 
policy with respect to the last three items 
listed, nor that the former three items 
require no organisation. To say that 
‘‘material, manpower and machine’’ may 
be referred to as the ‘‘Organisation of an 
enterprise’’ is quite ridiculous. Organisa- 
tion includes the whole complex of relation- 
ships necessary to carry out group activity. 
‘*Public relation, money, market’’, involve 
the definition of duties and the determin- 
ation of relationships just as much as do 
‘‘material, manpower, machine’’ 

While writing this note I received Bulle- 
tin No. 19 of The Australian Institute of 
Cost Accountants, the title of which is 
‘‘The Organisation of an Industrial Cost- 
ing Department’’. Much of what I have 
written above about the confusion of 
accounting and managerial functions is 
quite opposed to the ideas of the writer of 
this bulletin. The author, Mr. Gairns, 
appears to believe that checks and balances 
are unnecessary in business organisation ; 
that the cost accountant is a paragon of 
business knowledge, quite free of the lust 
for power which so often is evident in those 
with special skills, and quite capable of 
cuiding the management he serves to hal- 
cyon days of continued efficiency and pros- 
perity without other aid. That view is 
obviously unrealistic. Any discussion pur- 
porting to deal with the place of account- 
ants in the managerial structure of busi- 
ness should deal very fully with the inter- 
relationships between accounting and ex- 
ecutive departments; a treatment which 
lightly dismisses these relationships seri- 
ously over-simplifies a vital aspect of prac- 
tical business management. 


MANAGERIAL ACCOUNTING. 


What may be considered the classical 
example of confusion of management and 
accounting is the 


general concept of 


‘*managerial accounting’’ and the ‘‘mana- 
gerial accountant’’ purveyed by Australian 
writers. Almost without exception, Austra- 
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Managerial Accounting—continued. 

lian writers who have used the terms over 
the past five years appear to have been 
most reluctant to discuss the implicatiens 
of the use of the adjective ‘‘managerial’’; 
it is used as though it were any other ad- 
jective, as though it were entirely free of 
potentially misleading insinuations. 

This reluctance to be critical of terms 
used evidences a superficiality which ill- 
becomes a group of people who have a repu- 
tation for demanding accuracy. ‘‘The 
claims that are sometimes made, both from 
without and within the profession, that the 
scope of accounting should be enlarged 
should be carefully investigated’’ said 
Mr. A. A. Fitzgerald in his 1940 lecture 
“*The Field for Research in Accountancy’’. 
The crux of the statement seems to me to be 
the last two words. An irresponsible or 
superficial approach to the question of the 
scope of accounting can only result in add- 
ing confusion to an already obscure prob- 
lem. 

I do not propose to examine the concept 
of ‘‘the managerial acecountant’’ more fully 
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at present than I have already done else- 
where (Financial Management, p. 414). 
My view is that the problems of formu- 
lating financial policies and of controlling 
the financial aspects of a business must 
always be examined in the light of the 
accounts; that a special officer may con- 
veniently be detailed to carry out continu- 
ous research into factors affecting the finan- 
cial position and financial results ; and that, 
beeause of the nature of the background 
necessary and because of the managerial 
importance of the work he does, this officer 
may be described as the managerial 
accountant. I believe that the, precision 
sought in using this term is not really 
obtained, for the words ‘‘accounting’’ and 
‘‘accountant’’ imply processes *vhich are 
mainly synthetical (i.e. built up from ob- 
servation), whereas the type of work sug- 
gested above is primarily analytical. I 
cannot at present eduntenance the view 
held in some quarters that the cost account- 
ant is, or should be considered as, the 
managerial accountant. 


CONCLUSION. 


This paper has been frankly critical. 
The relationships between the theory of 
accounting and the theory of management, 
and between accountants and managers in 
practice unquestionably need careful 
thought and thorough investigation. Are 


we going to be content to let others point 
out the faults in our theories and the 
paucity of our concepts of the real function 
of accounting in business? If not, its time 
we did some real thinking about accounting 
and management. 





The accounting profession has a problem to satisfy both business and itself that 
financial statements prepared in accordance with accepted accounting principles are 


realistic under present conditions. 


It would appear that the first thing that must be 


done is to re-examine the question as to whether the major objective of financial 
statements is to be an accounting for the capital invested in an enterprise, or whether 
the emphasis is to be placed on an income account which measures the true earnings 


in annual periods. 


Jackson W. Smart, in The Accountant, August 14, 1948. 
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TABULAR METHODS 


IN 


A. B. 


Modern accounting records have tended 
to eliminate much of the detail and tedium 
of the older ty pe of record. Constantly, a 
search is being made to find superfluous 
clerical operations which can be eliminated 
without impairing the efficiency of the 
records. Each step in this direction re- 
duced administrative costs. 

Machine accounting, more than any 
other feature, has ruthlessly cut clerical 
costs toa minimum. But what of the vast 
number of organisations which because of 
size, peculiarities of operations, or lack of 
working capital are unable to employ these 
aids ? 

From the old Journal was developed 
various books of first entry. Preservation 
of double entry principles and the need to 


ACCOUNTING RECORDS 


by 


DONNELLY, 


A.I.C.A., A.C.A.A 


caused. the 
Sales 


unnecessary detail 
of columnar 


eliminate 
introduction 
Cash Books, ete. 


Books. 


Though it is hard to visualise a set of 
books without these records there are addi- 
tional uses to which tabular systems can 
be applied. For those many concerns where 
the set up is conducive to their installation, 
there are possibilities of a great saving of 
time and cost, as well as the more prompt 
preparation of accurate records. The most 
important of these, subject to particular 
circumstances, are: 

1. Creditors Ledger ; 

2. Debtors Ledger; 
Purchase 


3. Combined Journal and 


Ledger. 


TABULAR CREDITORS LEDGER. 


Where hand-written ledgers are used it 
is almost a universal practice to post one¢ 
figure representing the total of invoices 
for the month to the credit of individual 
accounts. Normally, no more than one pay- 
ment is made monthly so that the debit side 
of the ledger has but one entry to offset the 
corresponding credit. 

As time ledger accounts 
show a series of credits and debits usually 
for a similar amount with the amount of 
current purchases making up the balance. 
Where, however, queried items arise there 
may be a small debit or credit carried for- 
ward as well as current purchases. Where 
such an item occurred some months ago the 
exact date of the happening is not immedi- 
ately apparent. 

The amount of time in writing the words 
“July, 31. By Goods Fo. 168.’’ ‘‘ August, 
31. To Cheque Fo. 42.’’ and the periodical 
“To Balanee’’ ‘‘By Balance’’ ete. is quite 
considerable when multiplied by the total 
number of accounts for say a year. And 


goes on, the 


this is where Tabulation reveals its merits. 
Let us have the Ledger in the form shown 
in Example 1, 


page 422. 


A normal-sized book could contain pro- 
vision for 6 to 9 months at one opening. 
If the number of adjustments is very small 
then perhaps adjustments could be shown 
in a distinctive coloured ink with appro- 
priate sign in the Cash Column. In any 
case returns and allowances can be deduc- 
ted from invoice total of each creditor be- 
fore the Purehase Journal is written up. 
For simplicity of illustration no references 
have been included to folios of books of 
original entry. Normally columns would 
be included for folios unless it was thought 
that items could be traced easily by refer- 
ence to the entries for that month. This 
would probably be true for purchases, if 
the originating entries also were arranged 
in alphabetical order. 

One or more pages would beg allotted to 
each letter of the alphabet. I? more than 
one page were required for several letters 
then probably the volume of accounts 
would be such as to warrant the intro- 
duction of an accounting machine or add- 
ing machine. This tabular system is 
essentially an improvement on the loose- 
leaf type of hand-written ledger. 
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Tabular Creditors Ledger—continued. 

Naturally, the totals at the foot of each 
page and the final totals provide a cross- 
check. Opening balances plus purchases 
plus or minus adjustments should equal 
cash paid (including discount) plus closing 
balance. Debit balances should be shown 
in a different coloured ink. 

As column headings are printed, no 
clerical effort is wasted on. descriptive 
words and dates. Writing up the opening 
balances is necessary only every (say) nine 
months, which is but a fraction of the work 
involved in listing balances each month 
under the orthodox system. 

Time savings is not the only advantage. 
Totals of the Cash and Purchases Columns 
should agree with the Sundry Creditors 
Column in the Cheque Register and the 
total of the Purchases Journal respectively. 
Net debit or credit to Control Account 
from the General Journal should be simi- 
lar to the total of the Adjustment Column. 
Balance Columns should total the amount 
to the credit of Sundry Creditors control 
at the beginning and end of the month and 
so localisation of errors is achieved. Thus 
the term ‘‘self-balancing ledger’’ becomes 
more of a reality. 






























To d btors records the application is 
more limited. If it is convenient or current 
practice to summarise all debits to individ- 
ual customers and enter this total in a 
Sales Summary Journal, then the scheme 
iS worth considering. 

Many debtors would pay only once 
monthly; but some accountants find that 
payments are often made to them at more 
frequent intervals, e.g. weekly, on invoices, 
ete. To a large extent, consideration of 
factor will determine whether any- 
hing could be gained by tabular methods. 

Possibly unsuitable for many retail and 
wholesale merchants, a Tabular Debtors 
Ledger can be a boon to other concerns. 
This is particularly so when the nature of 
the debit each month is, in a sense, fixed. 
instance, subscriptions to publications, 
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The primary purpose of a 
Ledger is to show the individual amounts 
owing to various persons. 
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TABULAR DEBTORS LEDGER. 


COMBINED PURCHASE JOURNAL AND LEDGER. 
Creditors 
With few excep- 
tions the balance at the end of one month 


Summary. 

In certain circumstances the Tabular 
Creditors Ledger may not be practicable. 
But the value of this record cannot be 
denied. For the vast number of business 
concerns where the volume of accounts is 
not too large, it provides the following 
specific advantages 

1. The separate operation of listing bal- 
ances is eliminated. The calulation 
of the balance by addition or sub- 
traction ensures that it is automati- 
cally included in the list. 

2. Accuracy is facilitated by localisation 
of errors. 

3. Both the amounts owing at any date 
and the operations on each aecount 
for several months can be seen at a 
glance. 

4. Columnar form obviates the writing 
of descriptive words—a not incon- 
siderable saving over a perfod. 

These features usually outweigh possible 

objections such as the fact that the trans- 
account for a long 


actions on one 


period are not on one sheet. 


any 


charges 


professional fees, service such as 
work 


contracts to do maintenance for a 
period, sales of highly priced items where 
each sale is more or less an isolated trans 
action; all these are but a few instances of 
those concerns which could profitably instal 
this procedure. 


Rulings. 

Columns would be the same in 
as for Creditors. Headings, of 
would be changed with Sales, or Fees, ete., 
in lieu of Purchases, and figures in Bal- 
anees Columns would be debits. Occasional 
credit balances would be shown in red or 
other coloured ink. 

As 
may be 
the method 


number 
course 


with creditors, volume of accounts 


a limiting factor to suitability of 









is equal to current months purchases 
Hence the accumulation of numerous debits 
and similar eredits is, to a large extent, 


unnecessary. 
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Purchase Journal and Ledger—continued. 

If accounts are paid monthly then it 
should be possible to ascertain the various 
balances by reference to the Purchase 
Journal. Thus is created the Combined 
Purchase Journal and Ledger, Example 2, 
page 425. 

The above form assumes that entries are 
made in the Purchase Journal at the end 
of each month. If it is desired to enter 
invoices separately during the month, then 
when the invoices for each creditor have 
been added—this can conveniently be done 
by checking invoices listed in Purchase 
Journal on to creditors statement — the 
aggregate should be entered in the total 
column against the last invoice for that 
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This latter method does not introduc 
any great complications and has been sue. 
cessfully used in practice. Entry of in. 
voices from day to day enables total lia. 
bility at any date during the month to be 
easily ascertained. In_ both credit 
shown in red. 


cases 


notes can be 


Adjustments. 


It is usually found that apart from items 
shown on eredit notes, ete., adjustments 
will be very rare. Those that occur—such 
as special discount allowed, perhaps after 
long negotiations—are shown in the adjust- 
ment column. At the end of the month a 
summary of the few entries in that column 





creditor. (A date column would be in- 
cluded at the left of creditor’s name.). is made as under: 
Dr. Cr. 
B. Adams Special Discount 20 0 ; 
J. Smith Discount Reversed a 0 0 
2 0 @ > v 
= 0 ® 
Net Credits as per Adjustment Column £3 0 O 
Balancing. tive mark should be made against those 


In nearly every case, the payment en- 
tered in the Journal in, say, August, will 
offset the debit for July. Ilowever, dis- 
puted items or extended credit, ete., may 


accounts where the payment and adjust- 


ments are greater or less than the Pur- 
chases. This serves as a reference to the 
short statement at the end of the month 


cause variations from this rule. A distine- which would be on the following lines 
Purchases for July as above £9,421 8 6 
June Balances unpaid at 31/7/48 (listed in June 

, Purchases) 70 O O 
9491 8 ¢ 

Less Payments as above 5,399 6 8 
Adjustments as above os & 8 5,398 6 8 
July, Balances unpaid at 31/8/48 as unfler: £93 1 10 

J. Jones 95 6 4 

Less Debit Balance—A. Smith 2 4 6 


Cheque Details. 


If cheques in payment of creditors 


accounts are entered individually in the 
Combined Purchase Journal and Ledger, 
then the totalyof the payments column can 


£93 1 10 





be entered in the Cash Payments Journal 
as ‘‘total payments to creditors as per 
Purchases Journal’’. This naturally elim- 
inates the necessity to write up those 
cheques in the Cash Payments Journal. 
Relevant amounts can be checked from the 
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Purchase Journal and Ledger—continued. 
Pass Book to the Payments Column, and 
the Bank Reconciliation verifies the accu- 
racy of the total entered in the Cash Pay- 
ments Journal. 

Where applicable, a discount column can 
be included next to the Cheque Column. 


Dissections. 
Without being clumsy, this record can 
provide several cohumns for analysing the 


debits according to their nature. Cross 
check of additions, ete., is possible by: 


(a) Comparing the total with sum of 
dissection columns. 


OTHER APPLICATIONS 


The three records discussed, by no means 
comprise the whole scope of tabular 
records. Individual needs vary. From a 
consideration of these records it is possible 
to devise other records specifically designed 
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(b) Comparing the total with Invoiee 
Column. 

(e) Balaneing Statement above. 


Advantages. 

This Journal and Ledger reduces record. 
ing work so greatly, that its advantages in 
eliminating postings balancing and listing 
of ereditors ledger accounts and reduction 
of work in the Cash Payments Journal are 
obvious. 

It should be noted that audit and inter- 
nal check are facilitated because the excep. 
tions, i.e., those balances not settled in the 
normal manner are emphasised. 


OF TABULAR RECORD. 


to meet the needs of particular businesses. 
The keynote is elimination of superfiuous 
operations, as fas as consistent with clarity 
and the preservation of sound accounting 
principles. 





Perhaps the 


profession should re-examine the question whether all- purpose finan- 


clal statements are adequate for managerial enterprise, instead of trying to decide 


which purpose is the more important. 


Perhaps two or three types of income state- 
ment are necessary to satisfy the needs of 


all those who have a legitimate interest in 


Journal of Accountancy, August, 1948 


the financial affairs of publicly owned corporations. 
Editorial in The 
Accounting is by no means statie. It is 


ance of new techniques and concepts. 


unquestionably progressing in the accept- 


Those who deal with public re presentations are 


recognizing more and more that honest and adequate financial reporting is indispen- 


sab le 


to the creation of an informed public opinion, which is a requisite to any even- 


tual settlement of conflicting economie interests. 


Maurice H. Stans, in The 


Journal if 


Accountancy, August, 1945 
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CURRENT DEVELOPMENTS 


IN CORPORATE 


(PART 
b y 


ACCOUNTING 


Il) 


R. A. IRISH, F.1.C.A. 


(Being the Fourth Commonwealth Institute of Accountants Research Lecture deliv- 
ered at the University of Adelaide, 22 September and at the University of Perth, 
29 September, 1948.) 


PRESENTING THE FINANCIAL FACTS 


I had thought of putting a sub-title here, 
“He that runs may read,’’ for it would 
have typified quite appropriately the mod- 
ern trend in presentation of financial facts 
toshareholders and other interested parties. 
It is good that our statutes have not 
attempted to specify the form in which the 
accounting information should be submit- 
ted. It is too much a question of right con- 
duct to be covered adequately by regulation 
and it is pleasing that, without the compul- 
sion of law, more and more companies are 
setting out the data in a form which will 
be readily assimilated by any sensible man 
even if he is not versed in accountaney 
concepts. 


Financial statements are at best ‘‘very 
condensed summaries of the voluminous 
matter with which they deal.’’ Therefore, 
it is all the more important that they should 
be presented in a form which will at least 
give a clear view of the scene, not one 
which is befogged by the mists of accounting 
technicalities. 


The Statement of Profits. 

I remember years ago submitting a profit 
and loss account to the managing director 
of a nationally-known company, who 
retorted that he did not understand it, as 
he knew no accountancy; would I please 
explain it? I thought about this afterwards 
and decided to give him a statement which 
started with the company’s income from 
sales, and then showed by way of deduction 
the various expenditures met from that 
source. The transformation was immedi- 
ately noticeable, and some intelligent and 
searching questions ensued. There is, I 
think, a duty east upon our.profession to 
express its findings in a digestible form. 

The vertical form of presentation is 
becoming more popular in Australia, and 
it is definitely clearer, especially if it is 
expressed as a narrative. In view of this 
development, it will be interesting to look 
at a form set out in the Accountants’ Hand- 
book (p. 48), which is stated to be a model 
condensed profit and loss statement ineor- 
porating ‘‘the best features of prevailing 
practice. ’’ 


CORPORATION 
INCOME STATEMENT 


YEAR ENDED DECEMBER 31, 


19 


I. QPERATING REVENUE 


Gross sales (or other gross revenue) 


Less revenue adjustments (discounts, allowances, 


returns, etc.) 


Net sales (or other adjusted revenue) 


Il. OPERATING EXPENSE 


Operating expenses (classified as desired, but 
showing separately or in a footnote the 
amounts of depreciation, depletion, and 
amortization of intangible assets). 


Net operating revenue (or “Operating income”) 
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INCOME STATEMENT—continued. 
Ill. PROFIT & LOSS 


Non-operating income 
Non-operating charges 


Current net income 


Adjustments of net income (unusual, uncurrent, 
additions and deductions) 


and non-recurring 


Total net income 


c 


IV. DISPOSITION OF INCOME 
Interest charges (separately on current accounts, 
unless negligible, and showing accumulation 
of bond discount or amortization of premium 


separately or in a footnote) 
Net 


Provision 


income before income taxes 


for income taxes 


NET INCOME FOR STOCKHOLDERS 
Dividends on preferred stock 

Net income for common stockholders 
Dividends on common stock 


Addition to earned surplus 


bar) 


* 


V. RECONCILEMENT OF SURPLUS 


Earned surplus, beginning of period 


Transfers to and from appropriated surplus 
(reserves) 

Reduction due to acquisition of treasury stock 

Stock 


Earned surplus, 


dividends 
close of period 

It will be noted that this form does not 
show the comparative figures for the preced- 
ing year, which is now a statutory obligation 
in England and widely practised here. 

On the other hand, it suggests a frank 
disclosure of gross sales, which is a startling 
thought to Australian companies. It is hard 
to ascertain why this prejudice persists. 
Surely there is every reason why the share- 
holders should be informed as to the success 
of the company’s sales policy. Competitors 
are, not deluded for they can generally 
arrive at a ready approximation; in fact, 
in certain there is no prospect of 
effective competition anyhow. Non-dis- 
closure prevents the shareholder from 
effectively comparing the control of expen- 
diture; it creates misconceptions in many 
quarters when a large sum of net profit is 
shown, although in reality it is a minute 
fraction of it plays up to the tech- 
nique of secret reserves in stock valuation; 


Cases, 


sales ; 


£ 


it prevents the assembly of statistics of 
value to the industry and to society. 

Then it will be observed that the expenses 
(ineluding cost of goods sold therein) are 
dissected at least into major group head- 
ings. This is part of the accounting duty 
of stewardship, and it is one of ‘‘the best 
features of prevailing practice.’’ The con- 
vlomerate miscellany of items lumped 
together in the conventional published 
account completely negates the accounting 
purpose of the statement. 

In this connection, note the clear dis 
closure of operating profit untrammeled by 
the effect of non-trading items. Observe the 
reference to unusual, uncurrent, and non- 
recurring items, a reference which is insep- 
arable from the concept of a full and fair 
disclosure of the profit for the year. 

If it is decided to be completely non- 
technical, there is much to commend the 
following statement issued by an Australian 
company. 


s 


(Continued on Page 429) 
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YARRA FALLS LIMITED. 


The following has been prepared from an analysis of the Accounts of your three Companies 


—Yarra Falls Ltd., Globe Worsted Mills Pty. 


June, 1947:— 
RECEIVED— 
From customers for goods sold to them 


From Investments in other Companies, also Rents and Interest 


Ltd., 


Grand Total 


and Byfas Pty. Ltd., for the year ended 30th 


£2,400,2 
7,7 


32 
71 


£2,408,003 





PAID OUT OR SET ASIDE FOR MATERIALS AND EXPENSES— 


For Wool and other Raw Materials 
, Maintenance and Outside Supplies 
, Fuel, Power, Water, etc. 
, Depreciation 
. Insurance and other expenses 


EMPLOYEES RECEIVED for their services 


GOVERNMENT TAKES for Rates and Taxes mthe or to be a 
S were paid or will be paid Dividends amounting to 


SHAREHOLDER 


AMOUNTS HAVE BEEN SET ASIDE FOR— 
Machinery and Plant Replacement 
Special Reserves ‘ 

Provident Reserve for Employees 
Amenities Reserve - a3 


£921,529 
171,221 
60,580 
61,133 
40,904 


£1,255,367 


A BALANCE OF THIS YEAR’S PROFITS is carried forward to next year, amounting 


to 


The cardinal precept obvious in both 
forms is the disclosure of the facts in a 
manner which will not conceal the true 
earning capacity. Although they are con- 
densed, the essential facts are there, and not 
confused by an attempt to embody all sorts 
of subsidiary data in the one form. The 
practice is growing of supporting this state- 
ment with schedules, charts, or footnotes, 
explaining or elaborating those facts which 
need further analysis. 


Stating the financial position. 


It is fairly well accepted that the normal 
balance sheet does not and cannot meet the 


needs of all the interested groups. It is 
recognised that the purpose of the accounts 
affects their form and the amount of infor- 
mation they must disclose. Accordingly it is 


£610,152 
333,002 
125,101 
1,068,255 
2,323,622 
30,000 
18,000 
10,000 
20,000 
78,000 
ee ee 6,381 


£2,408,003 


often necessary to prepare single-purpose 
balance sheets for each objective. For 
example, a radio station may prepare a 
detailed balance sheet for the directors and 
management, a condensed form for publica- 
tion to its shareholders, a statutory form 
for the P.M.G.’s Department, and another 
for its income tax obligations. There is 
nothing objectionable about this, if. by 
doing so, each interested party gets the 
required accounting facts. 


It is another question to decide the form 
in which the information will be most intel- 
ligible. Some err by trying to ene ompass too 
much information in the one stateme nt, with 
consequent troubles in digestion. Some 
prefer the horizontal form, while others ¢ ry 
the virtues of vertical presentation. A fur- 
ther group suggests a totally different 
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Presenting the Financial Facts—continued. 
arrangement whereby the balance sheet is 
broken up into several related statements. 
There are no unanimous views, so it is my 
duty to give a full and fair reporting of 
current ideas. 

Protagonists of the orthodox horizontal 
form believe it is more familiar to the lay- 
man, because for many years that mythical 
individual has come to accept a statement 
of financial position in that form. It might 
be retorted that a child recognises a motor 
ear but does not thereby understand its 
workings. It is asserted that the horizontal 
form segregates more clearly what the com- 
pany owns and what it owes and, always 
assuming adequate and fair disclosure, 
enables just as much analysis as any other 
form. 

The retention of this customary form 
was attacked by C. O. Merriman in ‘‘The 
Accountant’’ of 28th February, 1948. In 
an article entitled ‘‘The case against the 
‘Debit’ and ‘Credit’ Balance Sheet,’’ he 
said: ‘‘The objection to this form has been 
mentioned before, namely, that psychologi- 
eally it raises a barrier between the accoun- 
tant and the shareholder. The layman has 
not been trained up to the intricate stand- 
ards laid down by double entry. He ean 
understand accounts presented to him in 
the same manner as he might reasonably 
prepare his domestie balance sheet.’’ He 
then proceeds to set out and advocate a 
balance sheet in vertical report form. 

Of passing interest, on 13th March, 1948, 
‘*The Accountant’’ published a letter from 
the P. & O. Company, which enclosed a 
copy of its accounts in vertical form, and 
pointed out that they were issued thus from 


1854 to 1875. So much for our modern 
developments! 
The truth is that whether the balance 


sheet should be horizontal or vertical is a 
matter of opinion depending on the cireum- 
stances in each case. Certainly the vertical 
form is not widely used, and, even in U.S.A., 
when it is adopted it often amounts to no 
more than setting out the assets on top of 
the liabilities and capital, instead of side 
by side. 

‘The Accountant’’ has for some years 
conducted a campaign for more enlighten- 
ing accounts. It is more concerned about 
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the methods of disclosure and whether they 
are clear, than about any particular form, 
Thus, on one oceasion, it points out that 
many companies favour deduction of cur. 
rent liabilities on the assets side. It com. 
mends a company which keeps its balance 
sheet concise and provides the detail in a 
supporting statement. It praises another 
company for the display of significant facts 
in red. The consensus is that the physical 
form does not matter so much as the way 
in which the items are displayed and 
explained. 


In U.S.A., there has been a lot of original 
thought on the line of dissecting the bal- 
ance sheet into several statements, and this 
movement is gradually finding favour at 
least in so far as many corporations now 
present their formal balance sheet with the 
separate schedules annexed to emphasise 
particular facets. 

G. O. May submits that the investor would 
be happier if he were given: 

(a) A reasonably full and fair income 

account. 

(b) A statement of 

liabilities. 

(ec) A summary of changes in reserves. 

(d) A summary of resourees and their 

disposition.?® 


quick assets and 


In ‘‘Contemporary Accounting’’ (Chap- 
ter 2, Balance Sheet, p. 7), W. A. Paton 
writes :-— 


‘‘TIn an article in the American Journal 
of Accountancy, Chester Martin proposes 
to substitute for the conventional balance 
sheets three statements as follows :— 

1. Comparative statement of current 

accounts. 

2». Comparative statement of deferred 
costs. 

3. Statement of legal capital. 

‘‘Thé first of these is essentially a state- 
ment of working capital, or current-account 
balanee sheet, supplemented by a brief 
showing of how the change in net working 
capital came about. The second is a state- 
ment of the costs of fixed assets, the amount 
of such costs already charged to operations 
as, e.g., for depreciation, and the amount 
‘yet to be charged to operations or liquida- 


(*) Dickinson Lectures, 1943, p. 42. 
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Presenting the Financial Facts—continued. 
tion,’ with an accompanying brief analysis 
name indicates, shows the total capital and 
surplus, with the change for the period set 
forth, and the composition of the total 
‘capital’ in terms of the data of the other 
two statements. 


‘‘These recommendations of Mr. Martin 
are rather appealing. In the first place 
they sharply separate the showing of the 
current position from the unabsorbed costs 
of fixed assets (which may also be accom- 
plished by the old device of dividing the 
conventional balance sheet into two hori- 
zontal sections, the current-account portion 
and the capital-account portion). They also 
serve to integrate the statement of funds, 
in its major aspects, with the various major 
phases of the balance sheet. They are 
especially noteworthy for the emphasis on 
the fact that both capital stock and surplus 
are elements of total ‘capital,’ and as such 
are indistinguishably reflected in net work- 
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ing capital and ‘deferred costs to future 
operations.’ i 
These are fairly 
general trend of thought, which is aimed at 
balanee sheet some of 


representative of the 


eliminating from the 
the weaknesses for general consumption. 

It would appear, however, that a great 
amount has yet to be done to determine the 
ideal method of presenting the financial 
position. The ideal can only be attained as 
each company improves its standard of 
presentation. The desirable approach to the 
problem was crystallised by the vice-presi- 
dent of a well-known American corporation 
a few years ago. In explaining innovations 
in the published accounts, he said: ‘‘ These 
hav®been made in a further attempt to 
serve better the interests of stockholders, 
employees and the public by making the 
financial statements as lucidly free from 
accounting technicalities as would seem to 
be compatible with the purposes for which 
they are issued.’’ 


WHERE WE FALL SHORT IN AUSTRALIA 


It is easy to adopt the role of critic and 
to slaughter existing practices with high- 
sounding theories. The attainment of per- 
fection in accounts is like chasing the rain- 
bow ; I realise all too well how pure theories 
have to be tempered by practical expedi- 
ency, but I would fail in my duty in this 
address if I did not emphasise the great 
awakening that must take place among 
company directors, business executives, and 
the profession, in relation to current 
developments. 


In the first place, I believe there must be 
a more general consciousness of a responsi- 
bility to third parties, a responsibility to 
disclose full and fair information as to the 
company’s progress and affairs. 

Then, I submit, the British tradition of 
conservatism is greatly abtlsed, some think 
with legal support. In the Spanish Pros- 
pecting case, Fletcher-Moulton, L.J. men- 
tioned ‘‘the sound business view that it is 
better to under-rate than to over-rate the 
profits, since it is impossible for you to 
foresee all the risks to which a business may 
be exposed.”’ 


This was in 1910. Since then the Royal 
Mail case was heard, and Mr. Justice Wright 


said: ‘‘It is a little astounding, and one 
cannot help wondering whether those who 
manage big companies do not forget some- 
times that the body of directors of a com- 
pany are the agents and the trustees of the 
shareholders, that they owe them full infor- 
mation, subject to reasonable and proper 
commercial necessity, and it is their in- 
terests that they have to study.’’ 


The Cohen Committee had no illusions on 
the matter of undisclosed conservatism :— 


‘The chief matter which has aroused 
controversy is the question of undisclosed 
or, as they are frequently called, secret 
or inner reserves. An undisclosed reserve 
is commonly created by using profits to 
write down more than is necessary such 
assets as investments, freehold and lease- 
hold property or plant and machinery ; by 
creating excessive provisions for bad 
debts or other contingencies ; by charging 
‘apital expenditure to revenue; or by 
undervaluing stock in trade. Normally 
the object of creating dn undisclosed 
reserve is to enable a company to avoid 
violent fluctuations in its published 
profits or its dividends. 


432 


Where We Fall Short in Australia—continued. 

‘‘Phe objections urged against undis- 
closed reserves can be summarised as fol- 
lows. As the assets are undervalued or 
the liabilities overstated, the balance 
sheet does not present a true picture of 
the state of the company’s affairs; the 
balanee of profits disclosed as available 
for dividends is diminished, and the mar- 
ket value of the shares may accordingly 
be lower than it might otherwise be; and 
the creation, existence or use of reserves, 
known only to the directors, may place 
them in an invidious position when buy- 
ing or selling the shares. 

‘*On the other hand, if there is no 
detailed disclosure in the profit and, loss 
account, undisclosed reserves aeéumu- 
lated in past periods may be used to 
swell the profits in years when the com- 
pany is faring badly, and the share- 
holders may be misled into thinking that 
the company is making profits when such 
is not the case. Sueh abuses are rare, and, 
in general, directors have concealed 
reserves from shareholders in the belief 
that such concealment is in the interests 
of the company. None the less the prac- 
tice has the unfortunate result that share- 
holders and investors and their advisers 
have not the information to enable them 
to estimate the real value of the shares, 

‘*‘We do not believe that, if fully 
informed, shareholders would press for 
excessive dividends, and we are in favour 
of as much disclosure as practicable.’’*° 
Impending changes in the law mean that 

undisclosed conservatism has had its day, 
and a change of mental attitude on the 
question is urgently necessary. 

There is a reluctance to disclose financial 
facts in Australia which can only be at- 
tributed to the fact that we are a more 
parochial community. Everyone can benefit 
by full and fair disclosure. An illustration I 
heard some years ago related to an Aus 
tralian executive who attended a congress in 
U.S.A. of about 1,000 retail store executives. 
His host got up and quoted a scheme which 
had saved his company thousands of dollars 
during the year. The Australian, using his 
native dialect, suggested he was all sorts 
of a fool to give away such a valuable idea. 
Amendment, 


Company Law 


(*) Report on 
p. 56. 
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The American replied: ‘‘But don’t you 
see? J] gave one idea and got a thousand 
others back.’’ 

[ believe that Australian commerce and 
industry would benefit immeasurably by 
fuller and more honest disclosure of finan- 
cial information. It would put a spur to 
efficiency and reveal inefficiencies. It would 
assist in the development of more reliable 
standards by which to measure results. The 
truth is that ‘‘corporations cannot work on 
a principle of locked doors and shut lips.” 

There is reason to suggest that the impor- 
tance of the profit and loss account is not 
universally acknowledged, and that the 
objective of showing the profit for the year 
is completely ignored on most occasions. 

I made a review of the latest annual 
accounts of 26 well-known public companies 
of varying sizes, in varying industries, 
and with different auditors. The result 
was somewhat disheartening. The points 
examined and the answers are as follows :— 


(a) Whether’ the 


vertical form. 


statements were in 


Two used vertical reports for both balance 
sheet and profit and loss account, two 
others had the profit and loss statement in 
that form, and the remainder were in the 
orthodox horizontal lay-out. 


Whether comparative figures for the 
preceding year were shown for each 
item in both statements. 

Twelve did so and fourteen did _ not, 
although the practice is recommended by 
the Institute of Chartered Accountants in 
Australia and is compulsory under the 
English Companies Act, 1947. 


each fixed asset 
depreciation 
were shown separately—also 


ec) Whether the cost of 
and the provision for 
thereon 


compulsory under English law. 


Five did so, and twenty-one did not 


d) Whether the terminology on the bal- 
ance distinguished correctly 
between reserves and provisions. 


sheet 


Ten companies were alert to the dis- 
tinction; the remaining sixteen were not. 


(e) Whether stock was taken in at cost with 
specific reserves for any deviations. 
Only one company showed cost with dis- 


closed specific reserves for possible varia- 
tions in value. Twenty showed the value 
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Where We Fall Short in Australia—continued. 


(g) 


(h) 


— 


“at cost or under.” One was at cost or 
valuation, one at cost or market, one at 
or under market, one at valuation, one at 
cost or market replacement. It is quite 
apparent that in all except one case the 
concept of true periodical profit was not 
understood or ignored, and, drawing on 
practical experience, I would say that in 
all except one case there would be undis- 
closed reserves against stock values. 


Whether there was an acceptable dis- 
tinction between the various groups of 
fixed assets. 

Most were satisfactory on this point, as 


only five companies failed to make a 
reasonable segregation. 


Whether the headings on the balance 
sheet, ‘‘liabilities’’ and ‘‘assets,’’ had 
been abandoned. 


As already mentioned, two balance sheets 
were in vertical form so the issue did not 
arise; ten were not headed but fourteen 
followed outdated practice. 


Whether the sales were shown in the 
statement of profit. 


Only one company felt it should disclose 
its sales and even then the figure was the 
nett sales. The remainder gave no indica- 
tion whatever of the amount. 


Whether gross profit was shown separ- 
ately from other income, such as 
dividends, interest and the like. 


I am sorry to say that only five companies 
gave the figure, although it is now regarded 
as the best practice. How can any person 
gauge the operating profit when non- 
operating income and expenses are lumped 
together with the operating figures? 


Whether reasonable details of expenses 
were given under group headings. 


Three companies alone considered that this 
information should be disclosed. The other 
twenty-three were satisfied to itemise only 
those expenses required to be stated under 
the Companies Act. 


Whether any material items of excep- 
tional, uneurrent or non-recurring 
nature were shown. 


We all know that every business comes up 
against such items almost every year, but 
only two of the companies disclosed items 
of such a character. Some of the others 
expressed vague generalities in the 
directors’ report, but failed to give a 
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remote suggestion as to their implications 
on the earning capacity shown in the profit 
and loss account. 

Whether operating profit was shown 
separately. 

Apparently very few of the companies 
realised the importance of the profit and 
loss account, and, moreover, failed to 
recognise their duty to all the groups 
interested in the company. Eight gave the 
operating profit; it could not be deciphered 
in the others. 


(1) 


Whether the proposed dividend was 
shown in the profit and loss appropria- 
tion account and the balance sheet. 


they had 
and 


(m) 


showed 
developments 


Fourteen companies 
referred to latest 
adopted this practice. 
Whether taxes payable on the profits 
were disclosed. 


(n) 


Nine companies showed a provision for 
taxation in the profit and loss account, the 
provision being presumably limited to the 
tax on that year’s profits. One company 
amusingly enough gave no details of gross 
profit, expenses, operating profit, or taxa- 
tion provision, but saw fit to show Pay 
Roll tax as a separate item! The remaining 
sixteen companies left the question a deep 
secret. 


Above all, I should point out that not 
one of these companies had its accounts in 
a form which could be said to meet com- 
pletely the requirements of the best practice. 

I feel you will agree that I am not unjus- 
tified in criticising this state of affairs. Each 
of the points examined is recommended by 
authoritative accountancy bodies, or is now 
a statutory requirement in England. 

There also seems to be a noticeable desire 
on the part of company directors to dis- 
close @ stabilised profit, not the true profit 
for the year, yet who is deluded by the fact 
that a company reveals almost exactly the 
same profit year after year? And what 
advantage is there in keeping the true 
financial position so much a secret? 

As a matter of fact, there is a con- 
siderable amount of public relations value 
in a clear and explicit presentation of 
trading results and financial condition. I 
commend the idea, which is extensively fol- 
lowed in U.S.A., and is seeping into England 
and Australia in an increasing stream, that 
the accounts be issued as an advertising 
booklet designed to cement the goodwill and 


Cc 
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understanding of shareholders, employees, 
and others, by giving a sufficiently explicit 
declaration of significant accounting facts 
and an open-handed summary of the year’s 
problems and progress. 
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Even if this is not done, at least it 
behoves every director and accountant to 
review the accounts for which he is respon- 
sible, with the object of ensuring that they 
will measure up to new standards of prac- 
tice and prospective legal obligations. 


GOVERNMENT BY REGULATION 


This caption may infer a talk on a refer- 
endum or ‘‘the new despotism,’’ but it is 
in reality intended to allow a grouping of 
thoughts on the question of regulating the 
form and content of the annual accounts. 

The survey I have just quoted could 
appear to support a case for statutory regu- 
lation, but the truth is it much a 
question of good behaviour to be 
trollable in that way. The issue is impor- 
tant, for regulatory thought has permeated 
into social 

U.S.A. has now had experience of regu- 
latory contro! for 14 vears under the aegis 
of the Securities and Exchange Commis- 
sion. Its operations have had vigorous 
opposition and criticism. G. O. May, in 
Dickinson Lectures, p. 5, commented that 
**the field of financial accounting is not one 
in which guidance is to be found wholly in 
fixed principles—it is a field of shadowy 
outlines in which the discovery of a correct 
course depends upon the possession also of 
an ability to recognise the essential facts, 
and to appreciate their true significance 
(distinguishing where necessary between 
form and substance) ; upon informed and 
wise judgment ; and upon objectiveness and 
honesty of purpose. It will be observed that 
these are not qualities which can be insured 
by regulation.’’ On the other hand, he 


is too 


¢con- 


consciousness. 


admitted that one of the Commission’s 
major accomplishments ‘‘has been that 
it has created in the minds of many 


people including bankers, businessmen, and 
accountants, a much clearer understanding 
of what is practicable and what is impossible 
in the way of informing investors.’’ (p. 15.) 

The main objection to regulation is 
centred in the problem of laying down uni- 
versally satisfactory rules. If it is to be 
effective, regulation must establish a degree 
of uniformity, but practical financial 
accounting is too much a matter of judg- 
ment for this to be attainable. Alterna- 
tively, regulation is weak because it sets 
down minimum requirements which tend 


‘uture standards and strangle pro- 
the refinements of accounting 


to fix 
egress in 
practice. 

The truth is that the answer is not in 
detailed regulation, as the Cohen Report 
carefully points out on p. 54. ‘‘In our view 
the diversity of the subjects is such that 
it is doubtful whether standard 
accounts would be practicable, and in any 
event we fear that standard forms might 
restrict further progress in the technique 
information through the 


forms of 


of conveying 
published aecounts.”’ 

This freedom of action suggests that the 
privilege should not be abused. Recognising 
this, there is developing a_ professional 
crusade to secure a full and fair disclosure 
in excess of minimum legal standards. The 
objective is to state what should be said, not 
merely what the law insists must be said 


Indeed, I cannot forbear to comment that 
the law has intruded far too much into the 
realms of accountancy, though the Cohen 
Report is a splendid example of law and 
accountancy combining for society’s good. 
When we consider how our tax law has 
distorted the basic logie of accountancy by 
its concept of profit, its methods of stock 
valuation, and its approach to deprecia- 
tion, we see immediately how practical 
expediency must destroy the application of 
theories. Then price control introduced 
fresh complexities and created new pur- 
poses for the financial statements. In its 
concept of profit, revenue, capital and so 
on, we find that the legal view has often 
forced a departure from proper standards. 
We must, as a profession, become more uni- 
form in our acceptance and application of 
proved theories, so that we can compel legal 
recognition of those principles in the in- 
terests of the commercial community and 
the public. Self-regulation is better than 


statutory regulation; unity of thought and 
ideals is better than enforced unity of 
judgment. 
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WHAT EVERY INVESTOR SHOULD KNOW 


John Haskell, Vice-President of the New 
York Stock Exchange, addressed the 1938 
Congress of the American Institute of 
Accountants as follows :— 

‘‘The Exchange has already recognised 
the double duty of :— 

First, impressing upon corporations 
and auditors the necessity of extending 
normal audit procedures as far as prac- 
ticable within the reasonable limits of 
expense to stockholders so as to meet the 


expectations of the reasonable and 
informed public; and 
Second, taking all means within its 


power to call to the attention of investors 

both the true value and the very real 

limitations of all audits, so that the publie 
will not be misled by expecting more 
than can honestly be given.’’*? 

The basic thought of educating the inves- 
tor and the public is one which should be 
pursued by the profession. We cannot cater 
for the schoolboy mentality, but we can 
endeavour to improve the public knowledge 
of the true status of financial reporting. 

Before this can be done, the profession 
needs to codify its terminology, to enunci- 
ate its accounting rules and doctrines, and 
to reach some degree of uniformity on the 
methods of presentation. 

There is nothing to be gained by higher 
standards of disclosure, precision and intel- 
ligibility unless the financial statements 
receive the understanding and attention of 
the investors who, with respect, are often 
indolent and disinterested until the com- 
pany fails to pay a dividend or gives other 
evidence of a serious decline in health. 


Investors should understand that the 
annual accounts are not certain and pre- 
cise; they are statements of judgment and 
opinion exercised presumably in conformity 
with the accepted accounting rules. They 
should appreciate the accountant’s con- 
cepts of profit and asset values, the adher- 
ence to cost and not current worth as the 
basis of valuation, the implications of 
reserves and provisions. Company directors 
ean help in this task of education by 
explaining the true portent of the various 
facts, but not in a manner which will 
obscure the wood by the trees. 

[ trust I do not set the accounting know- 
ledge of the average investor at too low a 
level ; I think not. It says a great deal for the 
honesty of purpose of our businessmen, and 
the confidence extended by investors that 
the ordinary man will put in his capital 
and appreciate nothing further about 
gts destiny other than through his periodical 
dividend cheque. It is strange how a man 
buying a motor car will find out something 
about its technical features, but a man buy- 
ing shares in a company, which are far less 
tangible in form, will cheerfully expend his 
capital without understanding any of the 
technical financial facts of the enterprise. 

The investor is entitled to know the essen- 
tial facts about the progress of his invest- 
ment. The prospective investor is entitled 
to adequate information to gauge the 
wisdom of diverting his capital into that 
channel, but the accountancy profession is 
in turn entitled to expect that the investor 
will fit himself to understand the purport 
of the information given to him. 


WHAT EVERY ACCOUNTANT SHOULD KNOW 


I do not want to round off this address 
by a homily on shortcomings of the aecoun- 
taney profession. This form of righteous 
humbug achieves little, and is somewhat 
irrelevant in the reporting task which is 
characteristic of research. 

On the contrary, the profession has done 
a great deal in the interests of the public, 
and particularly so in analysing this vast 
and intricate subject of corporate financial 
statements. The point is that the task is 


(*) Papers on Auditing Procedure, p. 13. 





not finished. Ideals cease to be theories 
only by general acceptance and subsequent 
practice. The imminence of amending com- 
pany legislation in at least one Australian 
State makes the task just so much more 
urgent. I see no reason to doubt that the 
profession will meet the challenge in the 
same manner as it has overtaken earlier 
problems. 

At this stage I feel impelled to read part 
of the Attorney-General’s address to the 
jury in the Royal Mail ease :— 
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What Every Accountant Should Know—contd. 
‘*Members of the jury, I have no doubt 
you realise what an important part the 
accountant’s profession plays in modern 
life. There is no business enterprise— 
and after all, the whole life blood of this 
eountry depends upon the success of its 
business enterprises—there is no busi- 
ness enterprise that can possibly be eon- 
ducted efficiently or well unless its 
accounts are properly kept and properly 
looked after. I am glad to think that 
amongst your members there is one at 
least, I know, who is actually a member 
of a most distinguished and essential pro- 
fession. He and you, I know, will not 
think I am criticising the profession at 
all if I say frankly in the course of this 
case I have had some misgivings lest 
members of it are in the position of some- 
times, if I may use the old metaphor, 
failing to see the wood for the trees. 
Technical rules of accountaney are ad- 
mirable things, but they are the letter and 
not the spirit. It is no good observing 
merely the letter; the fundamental object 
of the professién is to ensure that in the 
documents which are produced a true 
and accurate account of the affairs of the 
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company is given. If the documents 

convey to a reasonably intelligent person 

a false impression, all the technical rules 

of accountancy may be observed, and at 

the same time the accountants’ profes- 
sion has failed to carry out its primary 
and obvious duty.”’ 

In this splendid statement, there is a 
valuable reminder of the profession’s pub- 
lic responsibility; to my mind the out- 
standing current development is the grow- 
ing consciousness of this responsibility 
within the profession. It is particularly 
pleasing that this is so, for the accountants 
of Australia can exert a real influence on 
developments in this field. By further dis- 
cussion, interchange of views and research 
much will be achieved for the public benefit. 

I trust I may be pardoned for conelud- 
ing this adjuration -with a quotation from 
an old pioneer of our profession, Luca 
Paciolo, who, in 1494, on this very subject 
of balance date problems made this charge : 

‘Therefore, take good care and make all 
efforts to be a good book-keeper, such as | 
have shown you fully in this sublime work 
how to become one; and remember to pray 
God for me so that to His praise and glory 
I may always go on doing good.’’ 


BIBLIOGRAPHY. 


Papers on Accounting Principles and 
Procedure, 1938 - - : - - 
A Statement of Accounting Principles - - 
Accountants’ Handbook—3rd Edition - 
Contemporary Accounting - - - - 


Dickinson Lectures in Accounting, 1943 - 
Accounting Concepts of Profit - - - 
Papers on Auditing Procedure, 1939 - - 
Recommendations on Accounting Principles 


Recommendations on Accounting Principles 


Precision and Design in Accountancy - 
An Introduction to Corporate Accounting 
Standards - - - - - - - 
Report of the Committee on Company 
Law Amendment - - - - - 
Company Accounts under the Companies 
Act, 1947 - - - - - - - 
Twenty-five Years of Accounting Responsibility 


American Institute of Accountants. 

Sanders-Hatfield-Moore. 

Edited by W. A. Paton. 

Edited by Thomas W. Leland (The American 
Institute of Accountants). 

May, Halsay & Paton. 

Gilman. 

American Institute of Accountants. 

The Institute of Chartered Accountants in 
England and Wales. 

The Institute of Chartered Accountants in 
Australia. 

F. Sewell Bray. 


Paton & Littleton. 
(Cohen Committee). 


Bray and Sheasby. 
G. O. May. 





Dece 


A 
wha 
acco 
Hic! 
who 
ate 
indi 
stan 
Unt 
othe 
esti 
ture 
men 
T 
an 3 
of t 
diti 
tral 
ent) 
ing 
or : 
ent: 
app 
Wh 
ruil: 


dey 
lar 
me, 
tra 
Na 
enc 
has 
the 
ma 





‘ lee 














December, 1948 


R. L. Matuews, 


The Australian Accountant 


GOVERNMENT ACCOUNTS 
FOR SOCIAL ACCOUNTING 


437 


A.1.C.A. 


1. THE NEED FOR REFORM IN GOVERNMENT ACCOUNTING. 


At the outset it will be well to define just 
what is meant by the phrase ‘‘social 
accounting’’. [I mean, of course, what 
Hicks defined as ‘‘the accounting of the 
whole community or nation’’, just as priv- 
ate accounting is the accounting of the 
individual firm."’ The term is given sub- 
stance by the annual compilation in the 
United Kingdom and Australia (among 
other countries), of White Papers giving 
estimates of National Income and Expendi- 
ture, With a view to assisting the Govern- 
ment in its formulation of economic policy. 

There seems to be general agreement that 
an accounting approach is the best method 
of estimating national income and expen- 
diture—the two-sided nature of every 
transaction logically suggests a double- 
entry system of accounting—and by break- 
ing up the economy into its main sectors 
or accounts it is possible to simplify pres- 
entation without sacrificing consistency of 
approach. The most recent Australian 
White Paper follows this course by distin- 
guishing between: 





Income and Expenditure of Business 
Undertakings—The Business Sector. 
Income and Expenditure of Public 
Authorities—The Public Sector. 
Income and Expenditure of Persons— 
The Private Sector. 
International Account. 
Capital Account. 
In the words of J. R. N. Stone ‘‘these 
developments have helped to introduce a 
larger measure of ecomonic design into the 


measurement of transactions, and have 
transformed the earlier study of the 
National Income into a broader field of 


enquiry. Up to now, however, the process 
has not gone so far as to influence radically 
the mode of collecting the necessary infor- 
mation. Existing estimates are arrived at 
by piecing together statistical material col- 
lected by many agencies, governmental and 


() J. R. Hicks ‘‘The Social Framework’’, p. vi. 


private, supplementing this body of infor- 
mation where possible by special surveys 
and, for the rest, resorting to guess work 
of a more or less informed kind... Now 
that eecomonie policy is coming to be formed 
in the light of a close study of variations 
in the social accounts a higher standard of 
reliability is called for.’’‘ 

It is this need of social accounting for 
reliable data i.e. for accounting 
design—that has inspired this paper, which 
is concerned with just one aspect of the 
problem—the accounts of the public sector. 
[I have chosen the public sector for my 
subject for two reasons: 

1. Because a Government seeking more 

reliable records should first its 

own house in order; and 

2. Because in many ways Government 
accounts offer a wider scope for re- 
form, and, being comparatively few 
in number, simplify the problem of 
transferring from an estimating basis 


more 


set 


- 


to a ‘‘recording’’ basis, which the 
need for greater reliability makes 
necessary. 


By way of further explanation I should 
point out that I use the term ‘‘ government 
accounting’? in preference to ‘‘public 
accounting’’ because the latter, although 
less clumsy, is rather ambiguous in that it 
is used to describe the activities of a prac- 
tising private accountant as well as the 
function of keeping governmental accounts. 
recognized that govern- 
mental accounting methods have been in- 
adequate even for the original purposes 
for which they were designed, viz., for con- 
trol over revenue and expenditure by 
Parliament and for balancing of current 
expenditure with current revenue. But 
with the assumption by the Government of 
responsibility for the level of .economic 
activity, this inadequacy has become even 


It has long been 


(2) J. R. N. Stone ‘‘ The Measurement of National 
Income and Expenditure’’ Economic Journal, 
Sept. 1947, p. 298. 
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The Need for Reform—continnued. 

more marked, so that it is time to consider 
what should be expected of Government 
accounts and how these expectations may 
be realized. We must remember, however, 
that any improvement in Government ac- 
counting techniques must be measured, not 
only according to its social accounting 
effects, but also with regard to the degree 
to which the original purposes of govern- 
ment accounts, Parliamentary control and 
the maintenance of a correct relation be- 
tween current revenue and eurrent expen- 
diture, are realized. A ‘system which is 
suitable for social accounting may not be 
acceptable if it means that Parliament 
loses control over expenditure and revenue. 
As Ursula Hicks points out, ‘‘the need for 
Parliament to assure itself as to the lay-out 
of expenditure and revenue is no less than 
under the old system; rather it is greater, 
since the knowledge that a deficit is to be 
incurred is an invitation to administrative 
slackness in the spending departments... . 
but .. . the accounting method used in the 
public departments is no longer. efficient 
for its purpose; it is attuned to reveal dis- 
honesty and not incompetence. With the 
expansion of the public sector this is a 
situation which should no longer be toler- 
ated.’’®) 

In adopting new techniques for Govern- 
mental accounts, then, we are faced with 
two main problems: 

1. The problem of improving Parlia- 
mentary control over expenditure— 
this I shall call the ‘‘ Financial Prob- 
lem’’ and although it is incidental to 
our main concern, we must contin- 
ually keep it in mind. 


~ 


2. The task of developing government 
accounting as an integral part of 
social accounting—this I shall eall 
the ‘‘Social Accounting Problem’’ 
and it will be seen that it is related 
to the management of the economy. 
This second problem, it will be appar- 
ent, really amounts to the task of 
determining the ‘‘correct’’ relation 
between public revenue «and public 
expenditure, and of analysing eaeh 
of these into its functional compon- 
ents. The word ‘‘correct’’, used to 
describe the relationship that must 


(3) Ursula K. Hicks ‘‘ Public Finance’’, p. 369. 
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be achieved between revenue and ex. 
penditure, replaces that of ‘‘balance’’ 
which was originally sought by gov- 
ernment accounts. 

The task of solving these two problems, 
the Financial and the Social Accounting 
Problems, is suggestive of a difficulty that 
has had to be solved in private accounting 
in the very recent past—viz., the reconcili- 
ation of financial accounting with manage- 
ment accounting. During the 19th century 
accountants were mainly concerned with 
the provision of information to proprietors 
and creditors—and for this purpose they 
placed main emphasis on the Balance Sheet, 
the Profit and Loss Account being subor- 
dinated to the position of a mere append- 
age. With the increasing size of the busi- 
ness unit and the divorcing of ownership 
from control, however, we find the develop- 
ment of a new accounting functioff—that 
of management accounting, which was con- 
cerned with the provision of information to 
managers, and which placed emphasis on 
the profit and loss account rather than the 
balance sheet. Unfortunately, however, for 
a long time there was no synthesis between 
these two forms of accounting, and the one 
firm might have had two different sets of 
records totally unrelated to each other. A 
reconciliation was at last achieved when a 
method of incorporating the cost records 
into the financial books was discovered. It 
is dangerous to carry the analogy too far, 
of course, but we have seen in recent years 
the same sort of division developing be- 
tween the Budgetary Accounts and _ the 
White Paper Accounts. It must be recog- 
nized that, to a large extent, this is inevit- 
able, but the points I wish to make are 
these: is it possible to incorporate i 
Government Accounts, which have so far 
been mainly concerned with the Financial 
Problem, a system whereby the Social 
Accounting Problem can be simplified? In 
addition to an accounting system that i 
suitable for the Proprietors of the nation— 
Parliament and the people—can we evolve 
one that is adequate for the managers of 
the nation—Cabinet and the framers of 
economic policy? Can we shift the empha- 





sis in Government Accounts from the old 
idea of the Budget—the Balance Sheet of 
the Nation—to the new objectives which, 
require analysis and interpretation of the 
Nation’s Profit and Loss Account — thew 4. 4 
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The Need for Reform—continued. 
White Paper estimates? I hope to show 
that a reconstruction of Government 
accounting systems should be able to 
achieve these results, while at the same 
time a more effective financial control is 
made possible. As a preliminary to making 
suggestions regarding the improvement of 
Government accounting techniques, we 
shall consider the present system and note 
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some of its deficiencies. For the present 
it will do if we confine our attention to the 
Commonwealth Government—although any 
criticisms we have to make will probably 
be quite applicable to the accounts of the 
various States. And we shall have some- 
thing to say at a later stage about the need 
for uniformity between the accounts of the 
various Governments. 


2, PRESENT GOVERNMENT ACCOUNTING METHODS AND THEIR DEFECTS. 


The cornerstone of Government Accounts 
is the Budget, which is presented to Parlia- 
by the Treasurer in October (or 
thereabouts) in of the financial 
year that commenced in the preceding 
July. At the same time the White Paper 
o National Income and Expenditure is 
presented, but although this has an impor- 
tant bearing on Budgetary policy the 
figures the in the nature of estimates and 
‘annot be directly related to the figures in 
the Financial Statement in any way—a 
fact which we shall consider later. 
The primary purpose of the Budget is to 
provide a basis for the Estimates, which 
are considered by Parliament in the Com- 


ment 


respect 


also 


mittees of Supply (for expenditure) and 
Ways and Means (for Revenue)— and 
which result in legislation in the form of 
the Appropriation and Finance Acts 
respectively. 

So far so good. Mr. A. A. Fitzgerald 
has pointed out that, far from always 
lagging behind, government accountants 


actually pioneered this system of budget- 
ary control which is so widely used by 
private accountants.‘*) Wherein, then, lie 
the defects of the system we have des- 
cribed ? 


Firstly, although the Estimates are sup- 
posed to be classified with a view to pro- 
viding suitable subjects for debate, this 
object ean hardly be achieved under pres- 
ent conditions, for the following reasons : 

(a) there is no provision for a general 

debate ; 









so much time is usually taken in 
considering the earlier Voteg—and 
so much irrelevant material*intro- 
duced into the debate, that on the 
last day allotted to Supply many 
Votes have to be rushed through 


) A. A, Fitzgerald ‘‘Form of Public Accounts’’ 
Australian Accountant, Feb. 1948. 


without any adequate consideration 
being given them; 

c) most important perhaps, is the fact 
that in the Estimates, expenditure 
is grouped by subject, not by ser- 
vice. That is to say, a natural classi- 
fication is adopted instead of a func- 
tional one, so that it is impossible 
to compute the cost of any particu- 
lar service. Under these cireum- 
stances it is difficult to see how the 
Members can know just 
what they are debating—it must at 
least make their task of ensuring 
that efficiency is achieved a more 
difficult one. 

The second defect is_a legacy from the 
days when government accounting tech- 
nique followed private custom by keeping 
accounts on a cash basis. To quote from 
Ursula Hicks ‘‘the public accounts . . . are 
merely a cash record, not a ¢rue expendi- 
ture account; thus they do not provide an 
accurate record of government activity 
during the year, and are hardly superior 
in technique to that of a penny cash 
book.’’**) There are three consequences 
arising from this defect, each of which we 
shall be dealing with later at some length. 
These are: 

(a) Capital items are 

with current items; 

(b) Depreciation charges have no place in 


possibly 


included along 


the accounts (except insofar as 
Depreciation Funds are provided 
for) ; 


Debts and accounts receivable, not 
actually paid in cash during the 
financial period, are not taken into 
account during that year. 

Se that although government accounting 


+ 


adopts the accounting period convention, 
which private accountants have instituted 


(5) Ursula K. Hicks ‘‘ Public Finarice’’, p. 105. 
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Present Government Methods—continued. 
for the purpose of determining results at 
regular intervals, it has failed to ensure 
strict comparability of those results. 


At this stage I should point out that not 
all authorities consider that keeping. of 
government accounts on a cash basis is a 
defect. Thus Mr. A. A. Fitzgerald says 
‘‘the kind of financial statement which is 
appropriate for use in relation to the 
general finances of a State is the cash state- 
ment, and not the profit and loss or income 
and expenditure account and the balance 
sheet,’’ his reasons being, since ‘‘much of 
the expenditure from the public accounts 
is not productive of financial return 
there can be no matching of income with 
cost in the way in which that matching is 
done in a profit and loss account.’’*® I will 
only say here that I disagree with this 
reason, which may be appropriate so long 
as we only consider the Financial Problem, 
but which becomes very inadequate when 
we move on to the Social Accounting Prob- 
lem, where some sort of matching process 
is necessary. Later, however, I shall give 
further reasons why an income and expen- 
diture account, taking account of the above 
distinctions, is to be preferred, and shall 
explain how accounting techniques may be 
adjusted to provide for such a statement. 


A third defect in government accounts 
is their failure to distinguish between 
different typeS of expenditure, e.g., pur- 
chase of goods and services, which generate 
new incomes directly, as against transfer 
payments. 

Fourthly, 1 have to eriticize the fact 
that, although the Government Accounts 
distinguish between the Consolidated Rev- 
enue Fund, Trust Funds, and the Loan 
Fund (in accounting parlance a classifica- 
tion is made according to ‘‘financial appro- 
priation) this classification is not always 
used to describe different kinds of aetivi- 
ties, but is often used to hide significant 
features in the accounts. Such action must 
be considered most undesirable from both 
the financial and the social accounting 
aspects. The Commonwealth Joint Com- 
mittee on Public Accounts, 1932, while 
recognizing the need for certain Trust 
Accounts, said that ‘‘the growth of the 


(6) A, A. Fitzgerald ‘‘Form of Public Accounte’’, 
Australian Agcountant, Feb. 1948, p. 51. 
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practice of establishing Trust Funds in 
connection with Government accounts has 
been, and still is, the subject of strong 
criticism by students of public finance, who 
claim that the more you create Trust 
Funds the more you whittle away the 
rights and privileges of Parliament to 
control the finances, and the more difficult 
it is to obtain a proper understanding of 
the financial transactions of the Govern- 
ment from year to year. Each year large 
sums are transferred from the Consolidated 
Revenue Fund and Loan Fund to Trust 
Funds for specific services, but very little 
detail is provided to Parliament in the 
Estimates as to how these moneys are to 
be expended.’’? 

The Commonwealth Auditor-General has 
repeatedly drawn attention to some of the 
misuses of Trust Funds, so far without 
much success. The following extracts are 


(8) 


taken from his 1935 Report: 


(i) Use of Trust Funds to Disguise 
Budget: 
‘*The Treasurer’s Statement shows the 
charges against the Consolidated Rev- 
enue Fund aceording to the Treasury 
Books. I have frequently pointed out 
that the method of acéounting followed 
does not disclose the actual disburse- 
ments, i.e. [it includes] those sums 
which have been transferred during 
[the current year] from Revenue to 
Trust Fund for subsequent expendi- 
ture and [it excludes] terms expended 
from provisions made prior to [the 
current year}. An analysis is there- 
fore necessary if real comparisons with 
previous years are required, but the 
work is of a complicated and tedious 
character, and can only be successfully 
undertaken by those having a_ very 
intimate knowledge of the accounts.” 


(ii) The Policy of Transferring Revenue 
to Trust Fund: 
‘‘For several years I have, in my 
Annual Report, objected to the Treas- 
ury practice of transferring from the 
Consolidated Revenue Fund to. Trust 
Fynd terms intended to be expended 
nesting years. The effect of this 
practice is that the true expenditure 

(7) Report, pp. 47-8. 


(8) Quoted by F. A. 
Australia, p. 688. 
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Present Government Methods—continued. 

out of Revenue is not shown and the 
balance of the Consolidated Revenue 
Fund at the close of the year is impro- 
perly reduced The present dis- 
torted accounts, to which I have taken 
exception for several years and for 
which I can find no parallel, fail in 
their main object—to show the facts 
clearly and unmistakably. In urging 
reform I am chiefly influenced by the 
desire that Parliament and others shall 
not be deceived.’’ 

The final defect in the present accounting 
set-up is the fact that the accounting sys- 
tem has been designed with a view to meet- 
ing the financial problem only—a new situ- 
ation has arisen whereby the accounts 
should provide information directed to- 
wards the Social Accounting Problem 
henee reorientation is necessary. 

Having considered the defects of the 
present government accounting system, our 
next step will be to consider how improve- 
For this purpose, 





ments may be effected. 
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I think the normal aeecounting approach to 
the planning of an accounting system is 
the best one—this adopts the following 
sequence : 

1. the final reports that will be needed 

are determined and skeletons pre- 

pared ; 

2. the nature of the information re- 
quired governs the extent of the 
classification adopted (and of course 
the form of the final reports will be 
limited by the classification) ; 

3. the mechanism of collection and tabu- 
lation of data is so arranged that 
recording and sorting are automatic; 

4. checks are provided for errors and 
fraud. 

For our purpose it will be sufficient to 
confine attention to the first two steps— 
determination of the information required 
and classification of the accounting system 

the remaining two steps are simple ac- 
counting processes which would provide no 
difficulty for any accountant with experi- 
ence in the planning of accounting systems. 


~ 


3. THE PLANNING OF AN EFFECTIVE GOVERNMENT ACCOUNTING 
SYSTEM. 


The final reports that are required for 
purposes of the Financial Problem and the 
Social Accounting Problem may be typified 
by the Financial Statement (containing the 
Budget) and the White Paper Accounts 
respectively. We must®have a Budget that 
fulfils its original purposes while remain- 
ing free of the defects outlined above; and 
the White Paper A/e. ‘‘Public Authority 
Income and Expenditure’? may be taken 
as an example of the kind of statement 
that is necessary for social accounting 
purposes. The problem then resolves itself 
into a question of classification; how can 
the various accounts be best classified to 
meet our requirements? The main difficulty 
that we are likely to have is in keeping 
distinet from one another the various bases 
of classification that we decide are neces- 
sary. 

We shall first discuss briefly the primary 
bases of classification, which we shall want 
to apply throughout our whole accounting 
system. These I shall refer to as: 


(a) the accrual (or liability) basis; 

(b) the accqunting period basis; 

(c) classification according to financial 
appropriations or funds. 


(a) The Accrual or Liability Basis of 
Classification: 

This, of course, is tied up with the objee- 
tion to keeping government accounts on a 
cash basis, which we have mentioned above. 
That the objection is not merely academic, 
and that it is possible for governments to 
provide for accrued liabilities and receipts, 
has been proved by the action of the 
N.S.W. Government, which introduced in 
1928 a Revenue Account showing Income 
and Expenditure in place of the customary 
Receipts and Payments. The then Treas- 
urer (Mr. Bavin) made the following re- 
marks in his Budget Speech of that 
vear: 

‘*From the point of view of the efficient 
control by the Treasury of Governmental 
expenditure, one of the outstanding diffi- 
culties of the cash system of accounting is 
that the Treasury cannot be regularly 
advised as to the rate at which the expen-’ 
diture of the various Departments is being 
incurred. The extent to which Depart- 
ments actually pay their accounts is not an 
indication of the rate at which they are 


(9) Quoted by F. A. Bland, ibid., p. 662. 
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Planning an Effective System—continued. 
ineurring financial commitments. What 
really matters is the rate at which the 
Departments are committing themselves to 
expenditure ; for obviously every debt con- 
tracted must ultimately be paid. We pro- 
pose in future that the Treasury will exer- 
cise a more vigilant control over Depart- 
mental expenditure, and, with that end in 
view, Departments will be required to 
furnish to the Treasury at the end of each 
month a statement of the commitments al- 
ready incurred, together with the commit- 
ments in contemplation. Honourable 
Members will thus appreciate the advan- 
tage, from the point of view of an efficient 
control of Departmental expenditures, of 
the system of keeping the accounts of all 
Governmental activities as nearly as prac- 
ticable upon an income and expenditure 
basis, as against a purely cash system. 
Not only will the improved system reflect 
the States’ financial position more accu- 
rately, but it will provide a basis for effect- 
ing control of public expenditure.’’ 

For purposes of meeting both the Finan- 
cial Problem and the Social Accounting 
Problem, then, accounts should be kept on 
an accrual basis rather than a cash basis. 
If this is done we shall have disposed of 
one of our criticisms of the present system. 


(b) The Accounting Period Basis of 
Classification: 

This merely refers to the classification 
of records with accounting periods for the 
purposes of regular ascertainment of re- 
sults. There is nothing implied in this 
classification that is unique to government 
accounts, of course, and this basis of classi- 
fication is already in use. But for purposes 
of Social Accounting I shall have some- 
thing to say later about the need for uni- 
form accounting periods between the vari- 
ous Governments in Australia. 


(c) Classification according to Financial 
Appropriations or Funds: 

As I have mentioned above, this refers 
to the distinction already made in the 
accounts between Consolidated Revenue 
Fund, Trust Funds and Loan Fund. Such 
a classification is still necessary, of course, 
but a device is needed to prevent the hiding 
of significant movements by means of the 
inter-fund transfers that we have criticized 
above. I suggest that this can be done in 
the fellowing way: 
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(i) by ineorporating Trust Fund and 
Loan Fund Control A/cs. in the 
Consolidated Revenue Account, 
which would then became a Genegal 
Account. Total movements in these 
funds would then be reflected in the 
General Account, so that it would 
be impossible to disguise the Budget 
by transferring Revenue out of 
Consolidated Revenue into Trust 
Fund. 

(ii) The Trust Fund and the Loan Fund 
would then assume the character of 
subsidiary records, and detailed in- 
formation regarding their activities 
would have to be given by means of 
Appendices attached to the General 
Account. For Social Accounting 
purposes, of course, the same kind 
of classification would be necessary 
for the Trust Fund as for the Gen- 
eral Account—inter-fund transfers 
would have to be eliminated and the 
remaining items aggregated. Dis- 
tinction would also have to be ob- 
served between : 

(a) Appropriations from General 
Revenue and Expenditure 
therefrom ; 

(b) other sourees of revenue and 
expenditure. 

This functional classification of 

Trust Fund activities would replace 

the present (balance + receipts — 

expenditureé = balance) summary 
of transactions that is now given in 
the Financial Statement. 

The Loan Fund control account 
would show, in effect, net borrow- 
ings, and the _ sub-classification 
needed for social accounting pur- 
poses would be required to show the 
following information. 

Total Loans Raised ; 

Add: Opening Balance Loan Fund; 

Subtract : Redemptions ; 

Subtract: Closing Balance Loan 
Fund; 

Result = Net Borrowings applied: 
(a) to current deficits ; 

(b) to capital investment. 

Our next step will be to select a suitable 
basis of classification for the General 
Account. We shall take as our starting 
point the grouping adopted in the latest 
White Paper Estimates. This grouping 
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Planning an Effective System—continued. 
may have been governed by considerations 
as to what statistics could be obtained 
rather than what classification is desirable. 
At first glance, however, the grouping 
appears to be a satisfactory one for pur- 


Public Authority Income and Expenditure. 


Income : 
Taxatitm— indirect less subsidies. 
—direct on persons. 
—direct on companies. 
Surpluses of Business Undertakings 
Income from Rent, ete. 
Deficiency. 


Expenditure : 
Purchase of goods and services— 


Net Interest Paid. 


Pensions and eash social service benefits. 


Deferred pay—forces. 


Capital transfers to persons and business undertakings. 


This classification would have to be 
modified, firstly, to distinguish between 
current items and capital items. In the 
Australian White Paper this distinction is 
actually made, but in another account, that 
of ‘‘National Income and Expenditure’’ 
to make a direct estimate of capital invest- 
ment it would be necessary to recognize the 
distinetion between current and capital 
items in all government accounts. One 
method of doing this would be to plan the 
accounts with a view to presenting a 
Double Budget along Swedish lines. I do 
not wish to discuss the pros and cons of 
the Double Budget here—there is a full 
diseussion in Hansen’s ‘‘Fiseal Policy and 
Business Cyeles’’ and in any case the 
Double Budget itself is not essential to my 
argument. I shall however, outline the 
main features. The Double Budget com- 
prises : 

(a) a Current Budget, which might 
show ordinary revenues and profits 
of state enterprises on the one side, 

and ordinary expenditures, main- 
tenance and depreciation allowances 
on  non-revenue-earning capital 
assets, debt charges and losses of 
state enterprises on the other. Han- 
sen shows that there is considerable 
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armed forces. 
















poses of social accounting—with one excep- 
tion we shall assume it is so and remember 
that our suggestions for the recasting of 
the accounting framework may have to be 
modified if the social accountants should 
require further subdivision. 














































wages and salaries. 


purchases from business undertakings. 
expenditure overseas on war. 


disagreement about just what should 
be included in the Current Budget, 
but that is outside the scope of this 
paper and need not be gone into 
here; 

b) a Capital Budget, which shows loan 
receipts and -realisations of capital 
funds on the revenue side and de- 
tails of capital investment,, i.e., 
additions to the governments’ 
capital assets, on the expenditure 
side. 

In Sweden the Budget as a whole is bal- 
anced—because in effect a value is put on 
the government’s capital—but the current 
budget may be allowed to run into deficit 
or surplus as a means of countering cyclical 
fluctuations. These deficits or surpluses 
are transferred to an Equalisation Fund, 
and are theoretically brought into balance 
over the period of the trade cycle. Ursula 
Hicks has shown“ that it may not even 
be desirable to balance the Budget as a 
whole, since the Public sector has an obli- 
gation to be more than self-balancing, even 
when capital formation is taken into con- 
sideration, because it must be used as a * 
supporting and compensating factor in the 





(10) ibid., p. 372. 
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Planning an Effective System—continued. 
economy. But these matters, and indeed 
the question of the Double Budget itself, 
belong to the question of budgetary reform 
rather than that of social accounting. I 
only wish to make the point that a distine- 
tion between current and capital items is 
necessary, and that accounts designed with 
a view to presenting a Double Budget 
would automatically give the break-up that 
the social accounts require. Sir Stafford 
Cripps’ last Budget observes the distine- 
tion by drawing a line between current 
and revenue items, and this would be 
sufficient for purposes of our Social Ac- 
counting Problem. 


There is one aspect of the Double Budget 
which I have mentioned that gives a con- 
venient lead to the next point which I wish 
to discuss. This is the question of depreci- 
ation charges. The Current Budget, I have 
said, should be charged with depreciation 
allowances on non-revenue earning assets, 
and, because net profits and losses of 
revenue earnings assets are transferred to 
it, it will indirectly bear depreciation and 
maintenance allowances in respect of those 
also. Thus Hansen says ‘‘the double bud- 
get method, if it means anything at all, 
specifically makes provision in the operat- 
ing budget for depreciation or amortization 
charges springing from capital outlays 
accounted for in the capital of investment 
budget.’’"!) By stressing appropriate 
accounting of capital charges, he says, the 
double budget procedure serves as a useful 
guide to policy. Hansen isn’t prepared to 
admit that a double Budget is necessarily 
better than a unitary budget, but infers, I 
think, that it assists clear thinking if the 
depreciation charges are singled out so that 
the policy decision, as to whether the 
capital project to which they are related 
should be financed out of taxes or borrow- 
ing, may be made without obscurity. But 
there is another reason why it may be des- 
irable to know the extent of governmental 
depreciation and maintenance charges, and 
that is in connection with the Whife Paper 
estimates themselves. It is significant, I 
think, that whereas these give a figure for 
depreciation and maintenance allowances 
under the account of the Business Sector, 
no such figure can be given for the Public 


(11) ibid., p. 201. 
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Sector.. And yet surely the need to know 
the difference between gross and net invest- 
ment is just as important in the ease of the 
latter as for the former? Public invest- 
ment should not be considered to have been 
consumed at the time of making and in any 
case some estimate as to the rate of wearing 
out of capital assets would surely be a des- 
irable feature of our social accounts? 


The classification that follows, therefore, 
contains an item ‘‘ Depreciation and main- 
tenance on capital assets.’’ I am aware 
that this will involve an extensive recon- 
struction of the accounting system—inven- 
tories will have to be prepared and main- 
tained for all capital assets—but to show 
that this again is not merely an academic 
proposal I shall point to the example of 
Denmark, where such a proposal has been 
adopted in connection with the Double 
Budget. 





This will be a convenient point, | think, 
to refer to a problem that has been dis- 
cussed a great deal recently in the ecomonic 
and accountancy journals of the world, viz. 
the problem of how to provide for depreci- 
ation. This is a problem that has so far 
been confined to private accounting—but it 
has tremendous significance for the social 
accountant—although except insofar as it 
is related to government accounts that as- 
pect must be disregarded here. The point 
is that, to the accountant, depreciation is 
merely apportionment of the cost of the 
asset between different accounting periods. 
This assumes, in effect, that the price level 
remains stable, because if prices are rising, 
the cost of replacement, when the asset 
wears out, will exceed the provision for 
depreciation. The Institute of Chartered 
Accountants of England and Wales recog- 
nized that such might occur, but said that 
additional amounts to cover cost of replace- 
ment should be set aside out of profits and 
not charged against them as is the normal 
depreciation allowance—‘‘if it is thought 
that the recovery of the original cost of a 
fixed asset is insufficient to meet its replace- 
ment cost, then the deficiency is not a 
matter of account but rather a matter for 
management policy in the way of financial 
prudence, and when brought into accounts 
it should be treated as a reserve.’’“?) The 


(12) F. Sewell Bray, ‘‘Ecomonic Accounting’’, 
The Accountant, 19th Apr., 1947. 

















December, 1948 


Planning an Effective System—continued. 

accountant, it is clear, won’t have anything 
to do with subjective estimates of depreci- 
ation charges which the economist would 
seem to require when he insists in depreci- 
In effect, 
the result is probably the same—prudent 
will set amounts to 
replacements costs, but, 


ation based on replacement cost. 
managements aside 
cover additional 
and here is the important point, unless such 
amounts are clearly shown there will be a 
confusion for social accounting purposes 
as I, Sewell Bray points out ‘‘this method 
of going to work obscures the measure of 
real saving, results in a somewhat ambig- 
uous portrayal of depreciation or replace- 
ment funds.’’ "4% 

It will be necessary, then, for the govern- 
ment depreciation accounts to show clearly 
the distinction between depreciation based 
on historical (an accounting oper- 
ation) and that based on replacement cost 

a financial operation If this is done the 
two provisions may still be made. So much 
for this digression. 

If we adopt the grouping of the White 
Paper Account, then, and incorporate these 
modifications, the last remaining criticisms 
of the conventional methods of accounting 
will be met. These, you will remember, 
were concerned with: 

a) anatural basis of classification being 
unsuitable, and a functional basis 
being desirable; and 

b) the need for distinction between 
direct income-generating expendi- 
ture and transfer payments. 

We ean deal with these together, since the 
second distinction is closely tied up with 
function. First I should explain exactly 
what I mean by the terms ‘‘natural’’ and 
‘‘functional’’. A natural classification 
sometimes deseribed as subjective, 1.¢., 
according to subject) implies grouping of 
accounts according to inherent properties, 
so that, for instance, all salaries paid are 
‘lassified under ‘‘Salaries’’ and no distine- 
tion is made between the various activities 
in which the persons receiving the salaries 
have been engaged. A functional 
fication (sometimes deseribed as objective) 
considers primarily the purpose for which 
the expenditure say, is intended; so that 
salaries paid to staff engaged in social wel- 
fare would be classified under the main 
group ‘‘Social Welfare’’. It is necessary 


cost 


classi- 


Sewell Bray, ‘*‘Economie Accounting’’ 


(13) PB, 


The Accountant, 19th April, 1947, p. 52. 
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to realize that present Government ac- 
counts are partly based on a functional 
the break-up between De- 
for example is largely fune- 
that it is the break-up within 
that merits our chief concern, 


classification 


partments 
tional So 
departments 
and although we may seek functional ¢lassi- 
our main must in- 
reduced to a natural classifica- 

keep on subdividing 
groups, e.g. ‘‘Social Welfare’’ group is 
functional, but the items contained therein, 
say salaries, pensions, etc., would be natur- 


fication for eroups we 


evitably be 
if we 


tion those 


ally classified. It may be argued that the 
present system has been designed to ensure 
Treasury control or Parliamentary control, 


and that it is dangerous to interfere. 

But we have shown, I think, that Parlia- 
mentary discussion on the present lay-out 
is at best inadequate for purposes of econ- 
trol. And while we must keep the Finan- 
cial Problem in mind, it should be possible 
to facilitate Parliamentary control, and not 
impair Treasury control, by retaining the 
detailed subdivision of items, while revis- 
ing the grouping. Some thought to this 
problem has suggested that a form of clear- 
ing account may be devised to solve the 
problem of double classification which will 
arise. The clearing accounts 
themselves may be used by the Treasury 
for control purposes, and the totals cleared 


probably 


to the various accounts classified on a fune- 
tional basis for purposes of social account- 
ing (see Chart 1] 

The other problem that I wish to discuss 
under this head is the question of standard- 
ization if items between Departments. The 
Commonwealth Joint Select Committee on 
Public Accounts considered this problem in 
1932 and made the following statement: 

‘The lack of standardization of items in 

the Commonwealth estimates makes it 

extre mely difficult, if not impossible, to 
ascertain the full and true cost of items 
such as salaries, payments in the nature 
of salaries, travelling expenses, and 
printing. Under the present classifica 
tion of expenditures, wages, salaries, 
travelling expenses and other important 
items are obscured in composite items 
and Trust Funds, and it is impossible to 
find in the Estimates or the Budget 

Papers the total personnel costs of the 

various Commonwealth departments’’ 

= ‘*There can be no doubt that, in 
the interests of uniformity and clarity, 
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Planning an Effective System—continued. We are now ready, I think, to prepare 
items of expenditure should be standard- a draft classification of accounts ineorpor- 
ized to the fullest extent possible. While ating the above suggestions—I must em- 
standardization has been adopted to a phasise that I have confined attention to 
considerable degree, many items of Se main groupings only—further subdivision 
og ger her seagate nha vargeor Agel must be carried out along the same lines. 

eas the undtrinn lien fan it will not And I should repeat that the classification 

do to standardize items simply along the and presentation aspects are only the first 
lines suggested by natural classifications. steps, albeit the most important ones, which 

What is necessary is standardization of must be followed by different methods of 


items according to function. account keeping. 


Classification of Government General Accounts (see Chart 1). 
Revenue : a 
1. Taxation: 
(a) indirect ; . 
(b) subsidies ; 


(c) direct on persons. 


ia) « » companies. 
2. Net earnings of business undertakings = control account. 
3. Miscellaneous revenue classified by Departments. 
4. Inter-governmental transfers. 


5. Trust Fund = control account. 
6. Loan Fund = control account. 


Expenditure : 


1. Expenditure by Departments = Clearing Accounts totals accumulated 
therein cleared to: 
(a) Current Administration Expenditure ; 
(b) Defence Expenditure ; 
(c) Inter-government transfers; 
(d) Transfer payments— 
(i) cash social service payments; 
(ii) interest on debt; 
(e) Depreciation and Maintenance on Capital Assets; 
(f) Capital Transfers to other Sectors; 
(g) Capital Investment— 
(i) Revenue Earning; 
(ii) Non-Revenue Earning. 


The first thing that will be apparent is The next consideration that emerges 
that there is nothing remarkably new in from the classification is that, by confining 
such a classification—the above grouping our attention to Commonwealth Govern- 
follows White Paper lines and could be ment accounts only, we have vastly simpli- 
extracted (with the exception of depreci- fieq the problem. The accounts of the 
ation), from the present accounts—with 
some difficulty it is true. But it is a classi- 
fication that is designed especially to 
achieve a purpose that wasn’t even thought 
of when the government accounts were 


public sector comprise hundreds of ac- 
counts besides those of the Commonwealth 
Government—and if they are to be aggre- 
gated with a view to compiling social 


eriginally planned, and considerable reori- accounts some form of uniformity is going 
entation of accounting method will un- to be needed. To this problem we shall 
doubtedly be called for if it is adopted. now address ourselves. 
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4, CONSOLIDATION OF GOVERNMENT ACCOUNTS FOR PURPOSES OF 
SOCIAL ACCOUNTING. 


It is justifiable, | think, to consider the 
White Paper account for the public sector 


as analogous to the consolidated account 
of a holding company, with the accounts of 
the Commonwealth, the States, local 
authorities and public enterprises as rep- 
resenting the accounts of subsidiaries. If 
this is so then three fundamental principles 
governing the preparation of consolidated 
accounts must be recognized and conformed 
to if our method of aggregation is to be 
legitimate. These are: 

1. Uniformity of accounting periods in 
respect of all the accounts to be 
aggregated ; 
the elimination of inter-governmental 
items; and 
uniformity of classification of the 
accounts of all the components of the 
publie sector. 


Uniformity between Commonwealth and 
State Governments: 


This question has been dealt with at 
some length in the 14th Report of the 
Commonwealth Grants Commission, which 
complains of the following differences in 
the accounts of the various States: 

(@) dv accounting method 

| different bases of accounting 
cash system and 
tem. We have 
for preferring tl 


accrual sys 
given 
latter; 
differences in relationships be 
tween the accounts ot State 


undertakings 


reasons 


and the govern- 
ment accounts proper. Uni- 
formity could be obtained if 
all business undertaking ac- 
counts were to be 
ately and ne 


corporated in the 


; 
shown separ 


t results only in- 

vovernment 
accounts : 
differences in treatment of 
debt service in respect of loans 
invested in business under- 
takings. It would that 
debt charges should be allo- 
cated to the aceounts of the 
business undertakings them- 
selves ; 

(b) regarding form, criticism is made 

that : 


seem 


(i) terminology is often ambigu 
ous, e.g. the same terms are 
used to denote different mean- 

Thus ‘‘Reserve’’ is 
applied to both charges against 
profits (rightly ‘‘ Provisions”’ 
and appropriations out of pro 
fits for unknown contingencies 
(true reserves) ‘* Depreci- 
atiom’’ is applied ‘to both 
apportionment of cost (which 
it rightly is) and provision for 
replacement (which has no 
part in accounting depreci- 
ation) ; 

(ii) Classification of items is often 
illogical. This point will be 
covered if, as we suggest, a 
uniform basis of classification 
is adopted for all governments ; 


ings. 


The following differences oceur in 
the matter of financial practices: 
(i) differing criteria for distingu- 
ishing between expenditure 
charged to loan accounts and 
expenditure chargeable — to 
revenue ; 
ii) differing 
reserves or 


preciation, 


methods of treating 
provisions for de 
renewals, replac 
deferred mainten 


ance ot State assets: 


; 


ments, or 
iii) differing practices concernit 

sinking funds for loan redemp 
tion; 


differences in 


1 
nie thods 


liquidating capital losses. 
linally there is the point, not mentio1 
by the Commission, but 
have noted above, that 
of the various.governm« 
The first for all 
ments to make an attempt at overcoming 
these differences and to adopt a uniform 
basis of classification and recording. The 
next step is to ascertain the results of 
local government activities. 


Grants which 
.ccounting period 
nts do not coineid 


step, then, is gover! 


Incorporation of Local Government 
Accounts in the Social Accounts: 


[ can’t suggest any method of doing this 
other than the calling for an annual return 
from every local authority in the Common- 
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Consolidation of Government Accounts—contd. 
wealth, giving details of income and expen- 
diture classified according to a pro forma 
drawn up on the lines of the Social 
Accounts themselves. Some considerable 
thought will have to be given to the prob- 
lem of securing uniformity—detailed ex- 
planations will be necessary and 
will have to be made to see that the local 
government authorities are conforming to 
the requirements set down. 

Incorporation of Accounts of Public 
Authority Business Undertakings: 

Ilere again the main requirement is 
uniformity, and if this is achieved the 
accounts of the various undertakings could 
be annexed to the accounts of the Govern- 
ment to which they are responsible—I have 
mentioned above that it is desirable to 
make a clear distinction between the Gen- 
eral Revenue Account and the accounts of 
Business Undertakings, the link between 
them being a control account which shows 
net results. 

Mr. A. A. Fitzgerald has suggested that 
uniformity in the accounts of Government 
enterprises could be obtained if the follow- 
ing principles were adopted: 

a) the separate financial statements of 
the undertakings should, 
regardless of their operating results 
and financial position, be prepared 
in accordance with the best account 

This pro 
provision for 
debt 


| pted accounting 


checks 


business 


involves 


ing standards 


per 


depreciation, 


cdivoreed from repayment, and 
based 
tice: 

contributions to sinking fund from 
consolidated revenue should — be 


prougnt mn the se parate ceounkrs 
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of the business undertakings as debt 
repayment distinct from depreci- 
ation... 
interest payments, at the rate pay- 
able by consolidated revenue should 
be brought into the separate ac- 
counts as costs, whether reimbursed 
to consolidated revenue by the 
undertaking or not 
all provisions made in the separate 
accounts of the business undertak- 
ings, either for known liabilities or 
for depreciation of assets, should be 
based on estimates, as accurate as 
possible, of the amount of the lia- 
bility or the extent of the depreci- 
ation ; 
the term ‘‘reserve’’ should not be 
used in the separate accounts of the 
business undertakings except to 
denote amounts set aside out of 
profits or other surpluses of the 
undertaking to meet unknown lia- 
bilities or contingencies ; 
the separate financial statements of 
the business undertaking should 
record at all times 
i) the capital originally eontri- 
buted ; 
the accumulated 
losses and the manner in which 
they had been dealt with; and 
the liability (if any) to con 
idated revenue in respect of 


profits or 


und and interest 
capital contri 
undertaking and 
other pay 

ated reve 

of the under 


pas 


nue 


CONCLUSION. 


WW] ’ 
Wwe have att 


Account for the 


mpted to reduce the Social 
Public¢ Sector to a 
aggregation of the revenue statements of 
the various governments and authorities, 
and for this purpose have been concerned 
with formulating a elassification of 
accounts that* will best serve our social 
accounting purpose (and incidentally meet 
our financial problem)—a_ classification 


mere 


would apply to all ae 
Th 


steps | 


ounts of the 
difficul- 
outlined are obvi- 
are to 


that we 
publi ; 


ties of the 


sector. administrative 
have 
ously going to be great, but if we 
justify the use of the term social account- 
ing, I feel that it is time that steps are 
taken to obtain figures from the accounts 
of the nation, and that reliance on the use 
of estimates is reduced to a minimum. 

















There can be no doubt that greater inter- 
est than ever before is being taken through- 
out the English-speaking world in the form 
and contents of published accounting state- 
ments. Important discussions on this sub- 
ject which have come under notice since 
our last notes on current problems were 
published inelude an article by Prof. K. H. 
Byrd, in The Canadian Chartered Accoun- 
tant, July, 1948, on Published Accounts 
Under the Dominion Companies Act; an- 
other article in the same journal by R. B. 
Egerton on Financial Statements and the 
Average Man; an Analysis of Three Prin- 
cipal Types of Supplementary Income 
Statements, by Aubrey Williams, M The 
Journal of Accountancy, July, 1948; and 
two articles—one, by Maurice H. Stans, 
entitled How New Standards of Financial 
Reporting Grow From Social Responsi- 
bility of Accountants and one, by the 
Research Department of the American In- 
stitute of Accountants, entitled Disclosure 
in Financial Statements—in the August, 
1948, issue of The Journal of Accountancy. 
The American Institute of Accountants 
Committee on accounting procedure has 
undertaken to study the question of 
‘Essential Disclosures in Published Finan- 
cial Statements’’, and the Research Depart- 
ment’s article is a short study of refer- 
ences to official statements that have here- 
tofare been made regarding disclosures. 
It covers such aspects as the need for, 
and means of ensuring consistency; the 
manner of statement in balance-sheets of 
eash, receivables, inventories, marketable 
securities and investments, property, plant 
and equipment, intangible assets, deferred 
charges, current liabilities, reserves, con- 


tingent liabilities, funde@ debt, capital 
stock, treasury stock and surplus; the 


manner of showing in profit and loss state- 
ments sales and cost of goods sold, depreci- 
ation, losses on purchase equipment, sell- 
ing, general and administrative expenses, 
other income and other charges, income 
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taxes and appropriations of net income; 
and some points of importance in connec- 
tion with consolidated statements. The 
article by Maurice H. Stans maintains that 
‘generally accepted accounting procedures 
will have to improve if financial reporting 
is to measure up to the social responsibility 
accounting should assume’’. 


Closely associated with these discussions 
is an article, Postulates of Income Account- 
ing, in The Journal of Accountancy, 
August, 1948, in which George O. May 
examines the postulates that income 
emerges when the reserve from which it is 
derived is realised and that, in the prepar- 
ation of periodical accounts, the enterprise 
may be assumed to have an indefinitely 
long life. In this article Mr. May repeats 
the view, which he has been expressing for 
20 vears, that: 

‘An annual report which contains a 

series of separate statements including 

1) a well arranged income and surplus 
account, (2) a elassified statement of 
quick assets and liabilities, (3) summary 
of capital obligations and capital assets, 
and (4) a lucid statement of resources 
which have become available during the 
vear and the disposition thereof will not 
gain greatly by the addition of a balance- 
sheet in which all assets and liabilities 
are brought together, though custom and 
a sense of completeness may call for its 
inclusion.”’ 

In U.K. naturally 
round the accounts provision of the new 
Companies Act. The Accountant, August 
7, 1948, contains an article by W. G. 
Campbell on The Accounting and Auditing 
Implications of the Companies Act, 1947. 
The key-note of Mr. Campbell’s comments 
is the need for flexibility in presentation 
to meet special circumstances and the im- 
portance of an earnest endeavour to comply 
with the spirit of the Act (true and fair 
disclosure) as well as with the letter of the 
accounts provisions. 


discussions centre 
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ACCOUNTING AND PRICE-LEVEL CHANGES. 


The world-wide rise in price levels may 
result in far-reaching changes in account- 
ing procedures, or it may not. Much will 
probably depend upon the future course of 
prices. For instanee, it is unlikely that 
the urge to account for depreciation on a 
replacement-cost basis will be as strong if 
replacement costs turn sharply downwards 
in the reasonably near future. Mean- 
while, current conditions are stimulating 
a thorough examination of the logical 
foundations of accounting theory, which is 
all to the good. The Journal of Account- 
ancy, July, 1948, contains several useful 
contributions. Samuel J. Broad examines 
The Impact of Rising Prices Upon 
Accounting Procedures. He reaches the 
conclusion that ‘‘An adjustment at the 
present time of the accounting part of the 
business machine to meet changed condi- 
tions ean be supported by sound account- 
ing and economic theory. Even more ean 
it be justified as serving a useful social 
purpose.’’ The Lifo method of accounting 
for inventories, he thinks, providés part of 
the answer, and some kind of depreciation 
accounting based upon index numbers 
would preserve the cost basis of account- 
ing, while enabling financial statements to 
show more significant income figures. Prof. 
A. ©. -Littleton likens depreciation pro- 
sions to bad-debt provisions. ‘‘There is no 
universal formula or dictum governing the 
latter: I see no need for one to govern 
the former. Both debits should be deter- 
mined as best we can on the basis of the 


best facets available.’’ The point of view 


of those business men who are concerned 
about financing replacements without re- 
sort to outside help is put in some extracts 
from an address by W. H. Garbade, presi- 
dent of the Deep Rock Oil Company. 
Finally, there is an interesting survey by 
the Research Department of the American 
Institute of the extent to which Lifo is 
used by companies. Of 525 company 
reports examined, 75 mentioned the use 
of Lifo for some, if not all, of their inven- 
tory valuations. The percentage in differ- 
ent industries ranged from as low as 24 
to 54, 56 and 58 in the textile, non-ferrous 
metals and oil industries respectively. In 
the August, 1948, issue of The Journal of 
Accountancy, A. Carl. Tietjen discusses 
the original-cost basis for depreciation of 
railroad assets and maintains that this 
basis (which is insisted upon by the Inter- 
state Commerce Commission) results in un- 
realistic balance-sheets and income state- 
ments. 

The Accountant, July 10, 1948, contains 
an article by R. W. Moon, on the Economic 
Aspect of a Rising Price Level Upon the 
Capital Requirements of a Business, in 
which he replies to certain observations 
made in a paper by F. R. M. de Paula 
which appeared in the June 5, 1948, issue; 
and several letters commenting on Mr. 
de Paula’s views appear in the issues of 
July, 10, 17 and 24. E. F. Jeal, in the 
Canadian Chartered Accountant, July, 
1948, also examines the economie viewpoint 
in, an article entitled Profit Measurement 
and the Trade Cycle 


EDUCATION AND TRAINING OF ACCOUNTANTS. 


Much has been said and written in recent 
years on the subject of education and train- 
ing of accountants. An interesting com- 
ment, by Geoffrey Ward, in the Canadian 
Chartered Accountant, July, 1948, ap- 
proaches the problem from the standpoint 


of the student himself. Mr. Ward stresses 
the need for giving students adequate time 
for study, varied practical experience, 
planned attention to personal development, 
rewards for better work, and the best 
available theoretical training. 


ACCOUNTANTS AND TAX PRACTICE. 


An editorial in The Journal of Account- 
ancy, July, 1948, discusses the difficulties 
which have arisen, and are still arising, in 
U.S.A. in connection with conflicts as to 
the respective spheres of the lawyer and the 
accountant in taxation practice. The pro- 


‘ 


posal to make the United States Tax Court 
a Court of Record, which would have had 
the effect of debarring accountants from 
admission to practice before it, has been 
rejected by the Senate Judiciary Commit- 
tee. On the other hand, action has been 
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Accountants and Tax Practice—continued. 

taken in Minnesota to seek an injunction 
against a non-certified public accountant 
who is alleged to have engaged in the 
illegal practice of law by advising a tax- 
payer in conjunction with the preparation 
of an income tax return. The Minnesota 
Society of Certified Public Accountants 
and the American Institute of Accountants 
are ‘‘taking steps to protect the interest of 
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the publie and the accounting profession 
in this matter ;’’ and the Journal comments 
caustically that ‘‘it is high time that tax- 
payers themselves expressed their views in 
positive terms with respect to the repeated 
efforts of 
unauthorised practice of 
necessarily to the taxpayer's already heavy 


bar-association. committees on 
law to add un- 


burden.’’ 


INVENTORY VALUATIONS. 


Two interesting notes on _ inventory 


valuation problems appear in The Journal 
of Accountancy. D. H. Maschek, in the 
July, 1948, issue suggests the possibility of 
using the retail inventory in the valuation 
of finished goods in a manufacturing con- 


1948, 


urges that, whenever 


cern; and, in the August, issue 
J. Harold Stewart 
practicable, the replacement value of in- 
ventories valued on the Lifo basis should 


be disclosed in financial statements. 


AUDITING. * 


The Journal of Accountancy, July, 1948, 
gives the views of six ‘‘recognised practi- 
tioners and edueators’’ on the question 
whether it should be standard practice to 
confirm accounts payable through inquiry 
by the auditor from likely creditors. Gen- 
erally, the consensus is against making 
such confirmation standard practice, though 
in special circumstances it is thought to be 
useful. 

The Accountant, August 14, 1948, re- 
ports a case in which a Government District 
Auditor made a surcharge on the managing 
director of a company which had econtrac- 
ted to repair and maintain vehicles belong- 
ing to the London County Council . (whose 
accounts were being audited by the district 
auditor). . It appeared to the auditor that 
there had been a fraudulent overcharge 
for this work, and he accordingly sur- 
charged the managing director of the con- 
tracting company for the loss sustained by 
the Council, which he estimated at at least 
£20,000. In doing so, he relied upon the 


Local Government Act, 1933. Seetion 228 
of which provides, inter alia, that it shall 
be the duty of the district auditor at every 
audit held by him to ‘‘surcharge the 
amount of any loss or deficiency upon any 
person by whose negligence or misconduct 
the loss or deficiency has been incurred.” 
The Divisional Court held that the auditor 
had no power to surcharge anyone who 
was not a member, officer or servant of the 
authority whose accounts were being 
audited, and the Court of Appeal affirmed 
this decision. In the course of the judg- 
ment in the Divisional Court the auditor 
was rebuked in these words: 
‘*We are told that this is not the first 
time that the district auditor has sur- 
charged persons other than those I have 
indicated. We think he would be well 
advised if he stuck to his auditing and 
ceased to make claims on members of the 
public and thereupon to adjudicate upon 
them, thereby usurping the function of 
the Courts.’’ 


COST ACCOUNTING. 


Maleolm L. Pye, in The Journal of 
Accountancy, August, 1948, describes How 
To Determine Break-Even Points with 
Simple Algebraic Formulas, and Lambert 
H. Shranck, in the July, 1948, issue of the 
same journal discusses How to Start a 


Budget for a Small Manufacturing Com- 
pany. The Accountant, July 17, 1948, has 
a short summary of a lecture by Ian T. 
Morrow on Budgetary Control As An Aid 
to Management. 
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BOOK REVIEWS 


COST ACCOUNTING. 
York, 1948. 
$5.50. 

This volume is a revision of a text, first 
published in 1940, by the Professor of 
Accounting in the University of Kansas. 
It describes in adequate detail, and on 
familiar lines, the fundamentals of cost 
eontrol and the methods of cost accounting 
under production order, process, estimate 
and standard cost systems. A distinctive 
feature is the emphasis in each chapter on 
the use of cost data by management. Many 
illustrative examples are well selected, 
mostly from case studies, and more than 
usually comprehensive. The diagrams of 
the flow of cost-accounting entries which 
accompany the descriptive chapters are 
particularly well designed, as are also the 
numerous specimen forms of documents 
and books of account. A long chapter on 
Payroll Accounting, though naturally 
designed to meet legal requirements in 
US.A., covers problems very similar to 


AUDITING THEORY AND PRACTICE. By Ronaxp A. 
of Australasia Pty Ltd. Sydney, September, 1948. 
16 pp. Index and 26 pp. Examination Questions. 


In his short preface to this book, Mr. 
Irish expresses the hope that it will help 
to fill a useful place in Australian account- 
ancy literature. It will do much more than 
that. A comprehensive modern text on 
auditing theory and practice has been 
badly needed for a long time, and its issue 
now is particularly opportune, as the em- 
phasis in accounting doctrine is passing 
from conservatism to consistency and dis- 
closure. The writing of an adequate audit- 
ing text is no mean task. It must compre- 
hend a mass of detailed description of 
auditing mechanics, but it must also pre- 
sent this descriptive matter against a back- 
ground of accounting theory and a full 
appreciation of the broad scope of an 
auditor’s responsibilities—moral as well as 
legal. The qualities and aptitudes which 
a professional auditor needs for success are 
many and varied, and they are not lightly 
acquired. Mr. Irish enumerates them as 
complete integrity and honesty, balanced 
judgment, tact, caution, firmness, a sense 
of firmness, analytical ability and a facility 


By Joun G. BLOCKER. 


Pp. XV + 733, including 15 pp. Index and Bibliography. 


Ine., New 


Price : 


McGraw-Hill Book Co., 


those encountered in Australia, and an- 
other long chapter on Material Valuation 
and Inventory includes a thorough treat 
ment of the various methods of pricing 
materials issued—a _ practical problem 
which is often inadequately dealt with in 
standard cost-accounting text. 

Five chapters towards the end of the 
book describe applications of cost account- 
ing to retail establishments, financial insti- 
tutions, governmental units, joint costs and 
by-products, and differential cost analysis. 
An appendix of some 30 pages reproduces 
a number of cost problems included in 
C.P.A. examinations in accounting theory 
and practice prepared by the board of 
examiners of the American Institute of 
Accountants between 1932 and 1947. The 
book should be specially useful to both 
students and teachers. 


A.A. F. 


IrisH. The Law Book Co. 
Pp. XII + 552, ineluding 
Price: 35s. 

for clear and unambiguous expression. 
Surely, auditing is a career for educated 
men, and for educated men alone. And 
this new work is destined to play an impor- 
tant part in the technical education of 
future auditors and audit clerks, as well as 
being of inestimable value to many present 
practitioners, particularly those who, in 
the stress of a busy life—have not been 
able to keep thoroughly abreast of the 
rapid development in recent years in 
accounting theory and auditing standards. 
Without hyperbole, it may safely be said 
that the book will be a distinguished mem- 
ber of the growing family of Australian 
accountancy texts for many years to come. 
Indeed, it deserves a wider audience than 
Australia can provide, and it is fit to 
occupy an honoured place in the library 
of any public accountant in the British 
Commonwealth. 

Its description of the routine processes 
of auditing—internal control, cash, sales 
and purchases audits, vouching, checking 
and the like—are satisfying; but its claim 
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Book Reviews—continued. 

to distinction lies rather in the stimulating 
chapters on the organisation of a public 
accountant’s office, reserves and provisions, 
depreciation, divisible profits, rights, duties 
and liabilities of auditors, reports, investi- 
gations, interpretation. of financial state- 
ments, share valuations, valuation of good- 
will, trends in auditing practice and pro- 
fessional ethics and etiquette. Appendices 
give the provisions of importance to 
auditors in the various Companies Acts of 
Australia, the legislation in N.S.W. and 
Queensland relating to registration of 
public accountants and examples of exam- 
ination questions taken from recent papers 
set by the four main accountancy insti- 
tutes in Australia. Another notable and 
particularly useful feature is a set of audit 
programmes covering the special features 
of some 30 different kinds of undertakings. 
The chapters on reserves and provisions, 
depreciation, and profits available for divi- 
dend are thoughtful, clearly reasoned and 
in complete accordance with modern ac- 
counting doctrine. 
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The treatment of reports, valuation of 
shares, investigations and interpretation jg 
competent and—within the limits of a com. 
prehensive text on the whole field of audit. 
ing—extraordinarily thorough. A captiong 
critic might be disposed to question some 
of the views expressed in the chapter op 
valuation of goodwill (notably the state 
ment that ‘‘so long as the value of good. 
will is not subject to income tax and its 
worth is not likely to deteriorate, it may be 
regarded as a permanent asset’’ and the 
submission that ‘‘inecome tax should not 
intrude into the valuation unless the good. 
will is subject to income tax’’), but even 
here the principal theories of goodwill 
valuation are described, whether or not 
they are accepted by the author as valid. 

The need existed: it has been met ina 
very full measure. Mr. Irish deserves the 
grateful thanks of practitioners, students 
and teachers alike. As one who tries to 
be all three, I am glad of the opportunity 
to say ‘‘Thank you, Mr. Irish, for a valu. 
able job thoroughly well-done’ 


A.A. F. 


LEGAL SECTION 


RIGHT OF ADULT DAUGHTER LIVING APART FROM HER PARENTS AND 
SUPPORTING HERSELF UNDER TESTATOR’S FAMILY MAINTENANCE 
PROVISIONS. 


The discretion given to the Court under 
Part V of the Administration and Probate 
Acts (Viec.) to niake provisions for a child 
out of a parent’s estate is intended to be 
very wide. The need of the child and the 
child’s moral claim on the testator’s con- 
sideration must always be taken into 
account, and the character and conduct of 
the claimant must in many cases be con- 
sidered. As a general rule a moral claim 
is not sufficient in the absence of need. 
While a widow or an infant child has 
prima facie a claim to be maintained and 
supported, an adult son must establish 
some special need or claim to justify an 
order under the Acts being made in his 
favour.. The case of an adult daughter is 
not to be viewed in quite the same light as 


that of an adult son. Even an unmarried 
daughter who has insisted on pursuing in- 
dependence must often continue to have 
claims on her father’s*bounty. Apart from 
exceptional cases, if without re 
sources, she may be said to be in a les 
advantageous position than a man. Unless 
she is equipped for a profession or a skilled 
occupation, late middle age and old age 
may find her in a situation in which 4 
little capital or a small assured income 
would make a substantial difference to her 
comfort and happiness. These are matters 
to be considered by the Court in determin 
ing whether to exercise its discretion @ 
her favour (In re Sinnott, [1948] V.LR 


279). 


she is 
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GROUND STATED IN NOTICE TO QUIT NOT CORRECT GROUND FOR 
WHICH PREMISES REQUIRED. 


The High Court has held (in Burling v. 
Chas. Steele & Co. Pty. Ltd:, [1948] A.L.R. 
1), that the fact that the ground stated 
in the notice to quit was not the real 
ground is not necessarily a reason for 
rescinding the order on the hearing of an 
application under regulation 64 of the pre 
vious Commonwealth Regulations for 
rescission of an order for. recovery of pos- 
session. In that case a notice to quit speci- 
fied the ground that the lessor required the 
premises for his own occupation, when in 
fact he required them for the purpose of 
demolishing the only building on the land 
(a shed) and replacing it with new build- 
ings. 

‘‘This is an appeal by way of order to 
review from a decision of a Police Magis- 
trate given under the National Security 
(Landlord and Tenant) Regulations refus- 
ing to rescind an order made for the issue 
of a warrant for possession of premises, but 
including a provision for six months’ delay 
before the execution of the warrant. 


It is contended for the appellant that 
the Magistrate should have made an order 
for rescission. Regulation 64 gives a very 
full power to vary or rescind an order for 
possession. Upon such an application the 
Magistrate may consider and reconsider all 
relevant facts and circumstances. In this 
ease an order for possession was made by 
consent. This fact does not, in my opinion, 
exclude the exercise by a competent court 
of the power to vary the order, but the 
fact that an order was made by consent is 
an important element for consideration 
when an application for rescissions of that 
order is mr ‘le. 


Upon the application for rescission it was 
proved that the landlord company did not 
require possession of the premises for the 


purpose of occupying a shed, which was the 
only building on the land, but that it 
sought possession of the premises for the 
purpose of demolishing the shed, putting 
up a new building and using the building 
(and presumably the land in so far as it 
was not occupied by a building) for the 
purposes of its business. The ground stated 
in the notice to quit was that the landlord 
reasonably required ‘‘oecupation’’ of the 
premises. 

It was argued that upon an application 
for the whole matter should be 
considered in the same way in all respects 
as upon an original application for an 
order under the Regulations. In my opin- 
ion this proposition cannot be supported. 
Upon the application for rescission in this 
case one very relevant fact was that the 
tenant had consented to an order, one of 
the terms of which was that six months’ 
further occupation should be allowed to 
him. It may for present purposes be con- 
ceded, without deciding the matter, that 
if the case had been contested in the first 
instance the application would probably 
have failed on the ground that occupation 
of the premises was not required by the 
landlord, as distinct from possession of the 
premises for the purpese of demolition or 
reconstruction. But, rather than contest 
the case, the tenant agreed to the order that 
was made, and thereby he obtained six 
months’ unchallenged occupation. If the 
case had been fought and the landlord had 
failed it would have been open to the land- 
lord, with the leave of the Court, to issue 
a fresh notice upon a ground which it 
would have been able to support by evi- 
denee. The Magistrate was entitled to take 
all these circumstances, in my opinion, into 
account upon the application for rescission 

’? ver Latham, C.J., at pp. 1, 2. 


rescission 
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WHETHER SIGNATURE OF AUCTIONEERS’ EMPLOYEE ON BEHALF OF 
PURCHASER IS SUFFICIENT TO BIND PURCHASER. 


At an auction sale conducted by T., a 
licensed auctioneer employed by the plain- 
tiffs, a firm of auctioneers, goods were sold 
for £20 to the defendant as a result of a 
bid made by M., the defendant’s agent. In 
answer to T.’s enquiry as to the purchaser, 
M. supplied him with the defendant’s 
name, which T. entered in the catalogue 
against the item in question. The plaintiffs, 
as auctioneers, having accounted to the 
vendors for the £20 bid, now claimed that 
amount from the defendant, who pleaded 
that there was no sufficient memorandum 
for the purposes of the Sale of Goods Act, 
1893, s. 4. It was admitted that the 
marked catalogue would be a _ sufficient 
memorandum in an action between vendor 


and purchaser, but the defendant con- 
tended that the plaintiffs could not rely on 
a memorandum made by them as agentg 
for the defendant for the purpose of en- 
forcing a contract to which they were 
themselves parties. 

The Court of Appeal held that although 
one party to a contract cannot be the 
agent of the other to make and sign a 
memorandum on his behalf, the signature 
of T. as the purchaser’s agent (he being a 
iicensed auctioneer as distinct from an 
auctioneer’s clerk) was not invalidated on 
this account, since the other party to the 
’s employers and not T, 
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was T. 


Wilson v. Pike, 


contract 
himself- 


267. 


SERVICE OUT OF JURISDICTION OF A PETITION IN BANKRUPTCY ON A 
FOREIGNER. 


By the English Bankruptey Act 1914, 
s. 1 ‘*(1) a debtor commits an act of bank- 
ruptey in each of the following cases . 
(d) If with intent to defeat or delay his 
creditors he does any of the following 
things, namely, departs out of England, or 
being out of England remains out of Eng- 
land... (2) In this Act the expression 
‘a debtor’, unless the context otherwise 
implies, includes any persen, whether a 
British subject or not, who at the time 
when any act of bankruptcy was done or 
suffered by him... (¢) was carrying on 
business in England, personally, or by 
means of an agent or manager...’’. [The 
corresponding provisions of the Common- 
wealth Bankruptey Act 1924 as amended 
are s. 92(d) and the definition of 
‘‘debtor’’ in s. 4.]. 

A Rumanian citizen, who lived in Eng- 
land and earried on a_ business there, 
appealed against assessments in respect of 
unpaid excess profits tax, and, on the day 
on which the assessments were confirmed, 
he left England for Eire. He did not re- 
turn to England, but he sent to his wife a 


power of attorney, in exercise of which she 
had sold his business. On an application 


by the Crown to serve out of the jurisdic- 
tion a petition in bankruptcy to which the 


debtor was respondent, the alleged act of 
bankruptey being that defined in s. 9 (1) 
(d) of the Act of 1914, viz., that, with 
intent to defeat or delay his creditors, the 
debtor, being out of England, remained 
out of England: “ 

Held, (i) since the debtor had left debts 
unpaid in England, he was carrying on 
business in England, within the meaning 
of s. 1 (2)(c) of the Act of 1914, notwith- 
standing that he had ceased actual trading; 

(ii) in view of the express words of 
s. 1(2) of the Act that ‘‘ ‘a debtor’... 
includes any person, whether a British sub- 
ject or not’’, a foreigner committed an 
‘tact of bankruptey’’ when he did any of 
the acts set out in s. 1 (1), and, accord- 
ingly, on the prima facie evidence, there 
Was jurisdiction to make an order to serve 
the bankruptcy petition out of the juris- 
diction—Re a Debtor (No. 335 of 1947); 
Ex parte H.M. The King v. The Debtor, 
(1948] 2 All E.R. 533. 








